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Introductlon 

According  to  the  most  recent  revision  of  the  outline, 
the  substantive  sections  of  the  final  report  on  the  tax 
policy  analysis  and  planning  project,  tentatively  entitled 
"Fiscal  Stress  and  Fiscal  Progress;  Boston's  Strategy, 
1976-80",  will  consist  of  the  following  four  major  chapters  and 
sub-headings: 

I.  '  Tax  policy  objectives  and  property  tax 
constraints — data  collection/analysis 
as  basis  for  the  consideration  of  tax 
strategy  alternatives 

II.   Evolution  of  tax  policy  strategy — 
sharing  of  broad-based  state  taxes; 
property  tax  classification;  local 
tax-expenditure  issues;  tax  limita- 
tion movement 

III.   Data  base/analytic  process  and  techniques — ■ 
revenue-expenditure  data  collection, 
analysis  and  issues;  property  tax  diver- 
sions, property  tax  assessment,  revaluation 
and  classification;  analytical  techniques 

IV.   Implementation  of  revaluation  and  assess- 
ment reform 

To  avoid  duplication  with  the  content  of  the  final  document 
for  the  tax  policy  project,  this  report  of  the  Project  Monitor 
covers  only  institutional  issues:   (1)  those  dealing  with 
the  development  of  analytical  capacity  in  tax  policy  at 
City  Hall;  (2)  those  dealing  with  the  evaluation  of  a 
financial  management  decision-making  system  and  mechanism 
in  City  Hall;  and  (3)  those  dealing  with  changing  state 
roles  in  state-local  fiscal  affairs,  with  an  emphasis  on 
state  supervision  of  municipal  financial  management,  par- 
ticularly local  property  assessment  practices. 
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Tax  Policy  Analysis — Consolidation  of  Analytical  Capacity 
at  City  Hall 

The  Project  Monitor's  final  report  covering  Phase  I 

of  the  tax  policy  project  concluded  that  an  on-going 

analytical  capacity  in  tax  policy  at  City  Hall  had  not 

only  been  developed,  "but  to  an  extent  far  beyond  original 

hopes  and  expectations".    The  legislative  results  and 

fiscal  impacts  of  analytical  activities  carried  out  under 

auspices  of  the  City's  Office  of  Fiscal  Affairs  during 

the  18  months  of  Phase  11,  with  the  technical  assistance 

and  support  of  the  tax  policy  project,  indicate  that  the 

City's  institutionalization  of  its  tax  policy* roles ' ^ 

2 
was  no  "flash  in  the  pan".   This  analytical  capacity  was 

felt  strongly  by  decision-makers  in  the  legislative 
Committees  of  Taxation  and  Ways  and  Means  and  by  the  leader- 
ship of  the  Massachusetts  House  and  Senate,  as  they  deli- 
berated final  drafts  of  state  aid  distribution  proposals,  state-local 
cost  shifting  bills,  property  tax  classification  and  sub- 
sequent amendments',  and  tax/expenditure  limitation 
legislation  during  the  past  two  years.   The  City's  Office 


""Final  Monitor  Report,  Tax  Policy  Analysis  and  Planning 


Study,  the  Boston  Case",  July  1,  1978,  p.  3- 

See  reports  of  Project  Monltc 
February,  1979  and  May,  1979 


2 
'See  reports  of  Project  Monitor  dated  December,  1978, 
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of  Fiscal  Affairs  and  its  technical  affiliate,  the  tax 
policy  project,  were  perceived  as  reputable  and  timely 
sources  of  data  and  analysis   not  only  of  the  estimated 
effects  of  tax  policy  options  on  the  City  of  Boston,  but 
of  the  potential  impacts  of  such  choices  on  the  state  as 
a  whole,  on  cities  and  towns  as  a  total  group,  on  parti- 
cular categories  of  municipalities  and  on  individual 
communities. 

Thus  the  Office  of  Fiscal  Affairs  and  the  tax  policy 
project  can  claim  significant  credit  for  improvement  in 
Boston's  share  of  state  aid  authorized  in  1978  and  1979, 
financial  assistance  that  was  instrumental  in  stabilizing 
Boston's  tax  rate  during  these  two  years. 

The  table  below,  summarizing  recent  trends  in  estimated 
"Cherry  Sheet"  receipts  (estimates  of  state  distributions 
and  appropriated  reimbursements  to  cities  and  towns) 
during  the  past  three  years,  shows  the  tangible  results 
of  these  analytical  efforts  and  follow-up  legislative 
activity.   Whereas  the  statewide  total  for  estimated  Cherry  Sheet 
receipts  increased  by  $242  million  between  1977  and  1979,  or  by 
31.9  percent,  Boston's  share  of  state  distributions  and 
reimbursements  for  1979  was  $85-9  million  or  73-0  percent 
above  the  1977  total.   As  a  result,  Boston's  allocation 
from  estimated  Cherry  Sheet  receipts  has  increased  from 
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15-5  percent  of  the  statewide  total  for  1977  to  20.4  percent 
for  1979.   This  improvement  in  Boston's  relative  position 
was  due  mainly  to  a  complex  package  of  $260  million  in 
additional  state  financial  assistance  that  included  $150 
million  in  state  aid  for  schools,  $80  million  to  finance 
state  takeover  of  county  court  administration  and  expenses, 
and  a  $30  million  supplement  for  general  purpose  aid  to  cities 

and  towns  under  the  so-called  lottery  distribution.   A 
revised  school  aid  formula  benefitted  the  less  affluent, 
larger  cities  and  towns  such  as  Boston,  while  the  county 
court  legislation  was  especially  helpful  to  Boston,  which 
had  shouldered  about  30  percent  of  statewide  expenses  for 
county  courts,  and  to  large  cities  and  towns  with  relatively 
high  proportions  of  county-wide  equalized  valuations,  the 
factor  determining  municipal  shares  of  county  court  costs. 


Estimated 

Cherry  _  Sheet  ^  Chan^, 

Receipts  1977  1978  1979  1977-79 

State  total  $758  million       $798  million     $1,000  million  +31.95? 

Boston  117.7  million     141.3  million      203.6  million        +73. 0% 

Boston  %  of  state  total  15-5^  17.7?  20.4% 

Source:      Massachusetts   Taxpayers   Foundation,    Inc., 

Municipal   Financial   Data   (1977,    1978,    1979), 
Boston,    Mass. 
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The  City's  Office  of  Fiscal  Affairs,  v;ith  the  technical 
assistance  of  the  tax  policy  project,  also  laid  the  exten- 
sive groundwork  for  the  constitutional  amendment  authorizing 
the  classification  of  property  for  taxation  purposes 
according  to   use-^  ■    and  for  its  implementation  through 
legislation,   thereby  helped   to  prevent  drastic  redistri- 
bution of  the  property  tax  burden  within  Massachusetts  and 
averting  severe  social  and  economic  dislocation  within 
the  larger  cities  and  towns  of  the  state,  including  Boston. 

A  decision  of  the  Massachusetts  Supreme  Judicial  Court (SJC) 
upholding  the  1978  law  for  the  assessment  of  pro- 
perty  according  to  classification-^,  and  a  subsequent 


favorable  advisory  opinion  of  the  court  regarding  the 
constitutionality  of  proposed  classification  legislat: 
to  replace   the  original  so-called  shelf  statute 


3 

-"'Article  112,  ratified  by  people  on  November  7,  1978. 
See  p.  7-8,  "First  Monitor  Report",  Dec.  1978. 

u 
°St.  1978,  c.  580,  amended  by  St.  1978,  c,797. 

5 
'Associated  Industries  of  Massachusetts,  Inc.  and  others, 

vs.  Commissioner  of  Revenue  and  others.   Order  entered  on 

July  6,  1979  sustaining  the  constitutionality;  SJC  opinion 

rendered  on  August  3,    1979. 

"Advisory  opinion  of  SJC  on  July  6,  1979  to  Massachusetts 
House  of  Representatives  on  constitutionality  of  House 
Bill  No.  6371 J  "An  Act  making  changes  in  the  taxation  of 
real  property  by  usage  classification". 
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validated  the  analytical  quality  of  the  City's  strategy  to 
prevent  100  percent  valuation  of  real  estate. 

The   court's    l6-page   decision   in   support   of  the   1978 
classification   statute   rejected   the    following   four   con- 
tentions  raised  by   the   appellants   concerning  constitution 
ality:      (1)    that   the   classification   law  is   invalid  because 
it  was   enacted  before   ratification  of  the  pertinent   con- 
stitutional  amendment;    (2)    that   the    state   was    constitutionally 
defective   in  requiring  the   implementation   of  taxation   by 
usage  classification  in  those  cities  and  towns  certified  as  assessing 
real  property  at  full  value,  while  other  non-certified  municipalities 
continue  to  operate  under  an  unclassified  taxation  system;   (3)  that 
the  statute  exenpted  electric  and  gas  utilities  from  property  taxation 
and  replaced  this  with  an  excise,  thereby  creating  an  unauthorized  fifth 
class;  and  (4)  that  the    statute  allowed  a  $5000  exenption  for  each 
parcel  of  residential  property,  while  defining  condominium  units     but 
not  rental  units     as  such  parcels,  thereby  being  fatally  discriminatory. 

The  following  selective  quotations  from  the  opinion  focus  on  each 

of  the  above  four  issues: 

The   conditional   or   contingent   route    is   not 

closed   to   the   Legislature   by   any   explicit   pro- 
vision  of  our  Constitution   or  by   any   implication 
that   we   can   discern   from   the   framev/ork   of  the 

Constitution The   overwhelming  majority   of 

the    courts    that   have   considered   the  matter  agree 
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that  no  such  reason  obtrudes  and  the  legislative 
procedure  is  not  involved.   There  is,  indeed, 
plain  purpose  and  advantages  in  conditional 
legislation  where  the  constitutional  amendment 
is  not  self-executing  but  requires  implementation 

the  prerequiste  of  certification  is  a 

means  of  assuring  that  local  assessors  will 
comply  with  the  legal  requirement  of  fair 

valuation The  statutory  prerequisite  is 

a  temporary  expedient  and  cannot  be  fairly 
viewed  as  creating  an  objectionable  dual  system 
of  taxation 

Such  inequalities  as  may  be  conceived  to 
arise  from  the  prerequisite  of  certification  are 
surely  not  offensive  to  the  equal  protection 
guaranty. 

[The  claim  of  the  plaintiffs  that  the  excise 
on  utilities  is  not  an  excise  but  a  property 
tax]  rests  essentially  on  the  fact  that  property 
values  figure  in  the  rather  complicated  formula 
by  which  the  excise  is  calculated. ....  The  fact 
that  a  tax  on  the  exercise  of  a  privilege  is 
adjusted  in  whole  or  in  part  to  property  values 
does  not  deprive  the  tax  of  its  character  as  an 

excise the  intention  of  the  Legislature... 

through  its  characterization  of  the  tax  as  an 
excise,  deserves  judicial  respect 

We  cannot  say  that  the  distinction  taken  by 
the  Legislature  in  spelling  out  the  residential 
exemption  [as  between  condominiums  and  tenancies] 
was  beyond  the  bounds  of  reason. 7 

The   Massachusetts  Supreme  Judicial  Court's  advisory  opinion  on 

the  constitutional  concerns  of  the  Legislature  regarding 

substitute  legislation  for  the  classification  shelf  statute 

dealt  with  two  issues:  (1)  whether  the  Legislature  "may 


7 

Associated  Industries  of  Mass.  vs.  Commissioner  of 

Revenue,  op_.  cit . 
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lawfully  delegate  to  the  municipalities  a  limited  authority 
to  set  different  rates  for  the  several  classes  and  thus 
to  determine  how  the  tax  burden  shall  be  allocated  among 

o 

the  classes";   and  (2)  "whether  the  requirements  of  pro- 
portionality contained  in  the  Classification  Amendment 
would  be  satisfied  by  having  each  municipality  set  a  pro- 
portional rate  for  each  class  of  property  within  its 
boundaries,  although  there  would  not  be  a  proportional  rate 

Q 

for  each  class  of  property  throughout  the  Commonwealth:" 

In  answering  the  first  of  the  above  two  questions  in 
the  affirmative,  the  SJC  stated: 


The  power  that  would  be  delegated  under  the 
bill  may  be  viewed  as  somewhat  broader  than 
that  exercised  under  previous  legislation. . . . 
but  the  difference  would  not  be  such  as  to 
make  the  delegation  constitutionally  vulnerable. 
The  municipalities  would  carry  out  their  custom- 
ary roles  of  establishing  effective  rates  suited 
to  local  conditions.   There  would  merely  be  some 
novelty  and  some  added  flexibility  in  the 
details  of  the  process. .....  10 


8, 


Unofficial  Synopsis  Available  from  the  Reporter  of  Decisions, 
A^lvisary       Opinion  of  Supreme  Judicial  Court,  July  6, 
1979,  concerning  the  constitutionality  of  House  Bill  No.  6371, 
the  basis  for  St.  1979,  c.  797>  p.  2. 

^•Jbid. 

10. 

Advisory  Opinion  of  Supreme  Judicial  Court  of  Massachusetts, 
July  6,  1979,  concerning  the  constitutionality  of  House 
Bill  No.  6371,  p.  12. 
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In  answering  the  second  question  in  the  affirmative, 
the  SJC  concluded: 


There  Is  no  reason  to  believe  that  propor- 
tionality under  the  amendrr.ent  of  art,  4  was 
intended  to  require  that  municipal  tax  rates 

be  uniform  statewide The  present  statute 

assumes,  we  believe  correctly,  that  the  re- 
quirement of  uniform  rates  (for  each  class  of 
property)  relates  to  the  individual  munici- 
palities, not  the  state;  and  the  same  would 
hold  in  respect  to  the  bill 11 

The  City's  Office  of  Fiscal  Affairs,  assisted  by  the 
tax  policy  project,  also  made  important  analytical  contri- 
butions to  the  conceptualization  and  revisions  of  the 
legislation  substituted  for  the  initial  classification 

statute  and  signed  by  the  Governor  on  the  eve  of  the  Legis- 

12' 
lature's  prorogation,  November  l6,  1979-     On  the  one 

hand,  the  new  legislation  may  be  interpreted  as  radically 

changing  the  property  classification  act  adopted  the  prior  year, 

since  it  substitutes  a  local  option  classification  model 

for  the  rigid  statewide  requirements  in  the  1978  act,  and 
because  it  broadens  the  scope  of  the  original  legislation  to  in- 
clude detailed  provisions  for  the  enforcement  of  uniform  assessing 


' Idem,  p.  14. 

12 

'Except  for  its  provisions  dealing  with  abatements,  St.  1979, c. 797, 

takes  effect  for  the  1981  fiscal  year  or  as  soon  after  the 

State  Commissioner  of  Revenue  has  approved  the  full  value 

of  property  in  each  class,  the  minimum  residential  factor, 

and  the  technical  qualifications  of  a  majority  .of  local 

assessors . 


13. 
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standards,  and  requirements  that  the  Appellate  Tax  Board 
must  calculate  abatements  in  "disproportionate  assessment" 
cases  on  the  basis  of  the  average  equalized  tax  rate  for 
all  property  in  the  municipality  rather  than  on  the  basis 
of  the  lowest  rate  for  any  class  of  property.     On  the 


'See  "Third  Monitor  Report",  May,  1979,  p.  9-12,  -for  a  dis- 
cussion of  the  Implications  of  the  Tregor  decision,  which 
these  legislative  provisions  are  designed  to  avert.   The 
provisions  would  apply  to  pending  cases  and  all  new  cases 
through  1983-   Provisions  restricting  the  appeals  of  pro- 
perty owners,  particularly  in  pending  cases,  are  being 
litigated. 

During  mid-March,  1980,  the  Supreme  Judicial  Court  heard 
arguments  in  a  suit  brought  by  five  Boston  property  ovmers 
challenging  the  constitutionality  of  two  sections  (10  and  24) 
of  the  revised  Classification  Act  of  1979(c.797).   The 
plaintiffs  contended  that  the  legislative  limitation  on  the 
calculation  of  the  abatement  remedy  in  "disproportionate 
assessment"  cases  contained  in  the  Act  and  applying  such 
limitation  on  a  retroactive  basis  to  all  cases  pending  before 
the  State  Appellate  Tax  Board(many  of  which  were  filed  before 
the  effective  date  of  the  legislation,  November  16,  1979) 
violated  constitutional  due  process  and  the  revised  Classifi- 
cation Act  itself.   Arguments  of  the  defendants  (City  of  Boston 
and  Appellate  Tax  Board)  emphasized  that  the  limitations  on 
recoverable  damages  and  the  retroactivity  clause  were  within 
the  powers  of  the  Legislature  and  represented  essential  means 
to  protect  Boston  and  similar  communities  from  the  financial 
damage  that  would  result  from  application  of  a  lowest  class 
formula. 

The  ATB's  interpretation  of  the  retroactivity  provision  in 
the  legislation  is  that  cases  heard  by  the  Board  prior  to  its 
effective  date  were  not  subject  to  the  average  class  standard 
contained  in  the  new  act,  even  if  not  actually  decided  until 
after  that  date.   The  City  of  Boston,  in  turn,  is  appealing 
almost  all  of  the  ATB  decisions  determined  on  the  basis  of 
lowest  class  standard,  regardless  of  the  above  ATB  interpre- 
tation as  to  its  applicability.   Such  appeals  will  go  to  the 
SJC  if  the  latter  upholds  the  constitutionality  of  the  dis- 
puted legislative  provisions.   Even  if  the  City  of  Boston  loses 
these  appeals,  it  has  another  constitutional  challenge  based 
on  the  argument  that  the  "lowest  class"  should  be  defined  as 
a  composite  of  single-family  and  multi-family  property  rather 
than  being  restricted  to  a  single-family  determinant.   (See 
Banker  and  Tradesman,  March  26,  1980,  p.  1  and  4.) 

Since  the  abatement  sections  of  the  act  are  severable,  the  re- 
mainder of  the  law  would  remain  in  effect  if  a  court  finds 
these  provisions  to  be  unconstitutional. 
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other  hand,  the  basic  principles  and  goals  of  the  initial 
classification  statute  were  retained.'.   And  there  seems 
to  be  growing  consensus  that  the  local  flexibility  of 
the  replacement  statute  is  its  major  virtue.   Instead  of 
prescribing  fixed,  uniform  percentages  of  value  for  each 
of  the  four  classes  of  property  (the  approach  of  St.  1978, 
c.  580),  the  new  law  allows  for  local  determination  of  the 
proportions  of  the  total  local  tax  burden  that  each  of  the 
four  classes  of  property  will  bear  within  each  municipality. 
The  new  legislation  seems  to  be  a  recognition  that  the  class 
mix  of  property  differs  from  community  to  community,  and  that 
mayors  and  city  councils  in  cities,  and  assessors  with  the 
selectmen's  approval  in  towns, should  make  the  crucial  biennial 
decision  concerning  the  relative  shares  of  the  local  tax 
burden,  by  determining  within  carefully-drawn  legal  limits 
what  the  so-called  "residential  percentage"  shall  be,  subject 
to  approval  of  the  State  Commissioner  of  Revenue. 

Another  home  rule  feature  of  the  new  classification  act  is 
its  use  of  locally-established,  state-approved  full  values  of  property 

in  calculating  tax  ratios  for  each  class,  instead  of  state- 
determined  equalized  valuations.   This  provision  is  designed 
to  stimulate  cities  and  towns  to  update  and  maintain 
equitable  assessments,  particularly  within  classes,  and  to 
encourage  the  state  to  use  its  pov/ers  for  supervising  and 
enforcing  these  local  requirements. 
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Also  subject  to  local  determination  is  the  implementa- 
tion of  a  residential  exemption  up  to  10  percent  of  the 
average  full  value  of  all  the  residential  properties  in  a 
municipality.   This  replaced  the  mandatory  statewide 
exemption  in  the  old  law  of  the  first  $12,500  of  the  full 
value  of  each  residential  parcel. 

Perhaps  the  most  important  component  of  the  new  classi- 
fication act  is  the  limit  that  it  places  on  the  tax  propor- 
tion for  non-residential  property,  which  may  not  be  taxed 
at  more  than  150  percent  of  its  full-value  share.   If,  for 
example,  non-residential  property  in  a  town  accounted  for 
40  percent  of  total  values,  it  could  not  be  taxed  for  more  than 

60  percent  of  the  town's  total  tax  (40%  x  15^  =  60%).      Thus 
this  limitation  really  determines  the  maximum  degree  of  tax 
shifting  from  non-residential  to  residential  properties. 
Since  the  "residential  factor"  may  not  be  less  than  65  per- 
cent or  more  than  100  percent  in  each  municipality  and  the 
average  community  does  not  have  enough  non-residential 
property  to  generate  a  residential  factor  as  low  as  65  per- 
cent, except  for  the  older  industrial  communities,  the 

14 
residential  factors  are  likely  to  exceed  80  percent. 


■'■  'For  useful  summaries  and  analyses  of  St.  1979,  c  797,  see 

"The  New  Look  of  Property  Tax  Classification the  baga 

of  a  One-Store  Town",  Massachusetts  Taxpayers  Foundation, 
Inc.,  -lov.  20,  1979,  and  "A  Guide  to  Chapter  797  of  the 
Acts  of  1979,  The  'Home  Rule'  System  of  Implementing  the 
Classification  of  Property  for  Purposes  of  Taxation  , 
J.  Kinney  O'Rourke. 
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A  Financial  Management  Decision-Making  Mechanism:   An  Elusive 
Goal 

As  the  tax  policy  project  winds  to  a  close,  it  cannot 

point  to  the  existence  of  an  integrated  mechanism  in  the  City 

of  Boston  to  facilitate  "a  comprehensive,  long-range  orderly 

approach  to  fiscal  planning  and  decision-making",  which  had 

been  a  high  priority  goal  of  the  HUD-assisted  tax  policy 

15 
process.     The  organizational  components  of  such  a  system 

are  in  place;  some  have  legal  legitimacy,  others  have  tenuous 
status  that  rests  entirely  on  an  executive  mandate  and  con- 
tinuing executive  support.   Close  examination  of  the  goals 
and  roles  of  the  Office  of  Fiscal  Affairs  and  the  Administrative 
Services  Department,  recognized  as  the  primary  City  fiscal 
agencies,  and  of  their  constituent  units   indicates  the 
emergence  of  a  fiscal  decision-making  chimera ._  Overlapping 
and  duplication  in  leadership  for  fiscal  policy  and  management 
and  in  coordination  of  fiscal  departments   is  intensifying 
as  jurisdictions  are  blurred  by  confusion  and  conflict  over 
legal  and  assigned  status   and  responsibilities. 

Mayor's  Office,  of  Fiscal  Affairs.   Four  consecutive  years  of 
steadily-increasing  financial  commitment  for  the  Mayor's  Office 
of  Fiscal  Affairs  (from  expenditures  of  $36,352  in  1977-78  to  an 
appropriation  of  $182,680  for  1979-30)  and  Deputy  Mayor's  status 
for  its  administrative  head  certainly  provide  strong  evidence 


^^*See  "Final  Monitor  Report",  July  1978,  p.  3-^ 
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that  the  Mayor  has  assigned  high  priority  to  tax  and  fiscal 
policy  Issues.   Moreover,  the  follov;ing  list  of  articulated 
goals  for  the  Office  of  Fiscal  Affairs  tend  to  support  the 
hypothesis  that  this  agency  is  being  groomed  for  ultimate 
primacy  in  the  formulation  of  fiscal  and  tax  policy: 

1.  Maximize  Impact  and  efficiency  of  City's 
financial  departments  by  insuring  coor- 
dination of  these  departments. 

2.  Propose  legislative  and  administrative 
changes  designed  to  increase  revenues 
from  state  and  federal  governments  and 
decrease  uncontrollable  costs  mandated 
by  other  entities,  and  supervise  the 
implementation  of  those  changes  approved 
by  the  legislative  and  administrative 
processes. 

3-   Propose  legislative  and  administrative 
changes  designed  to  maximize  revenues 
to  the  City  from  private  sources  and 
supervise  the  implementation  of  those 
changes  approved  by  the  legislative  and 
administrative  processes. 16 

Administrative  Services  Department.   The  Administrative  Services 

Department,  on  the  other  hand.  Is  designated  by  City  ordinance 

for  coordinating  the  City's  financial  policies  and  practices. 

17 
When  established  over  25  years  ago.    Its  creation  was  generally 

hailed  as  the  high-light  of  the  comprehensive  reorganization  of 

city  government  In  Boston  that  emerged  during  that  year,  and 

this  agency  was  perceived  as  the  linchpin  of  a  modern  coordina- 


City  of  Boston  and  County  of  Sufflok,  1979-80  Program 
Budget (City  of  Boston  Printing  Section),  p.  57. 

■'■'''•Ord.  1953,  C.8,  effective  January  1,  1954. 
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"bion  and  control  mechanism  for  the  City's  executive  branch. 

Headed  by  an. Administrative  Services  aoard,  with  a  Director 
of  Administrative  Services  as  Chairman,  the  Admini-straive  Services 
Department  represented  a  consolidation  of  the  City's  existing 
management  planning  and  control  functions — budget,  personnel 

and  purchasing — and  cronstituted  an  effort  to  strengthen  important 
linkages  betv;een  these  activities  and  other  key  fiscal 
planning  and  management  functions — accounting  and  auditing, 
revenue  collection,  custody  of  funds,  including  investment 
and  debt  management,  and  property  assessment. 

Rationale  for  the  Administrative^  Services  Department 
and  for  other  major  departmental  changes  carried  out 
through  three  separate,  but  interlocking  ordinances  during 
195^1  drev;  heavily  on  a  series  of  administrative  survey 

documents  produced  v/ith  the  assistance  of  outside  consultants 

under  auspices  of  the  Boston  Finance  Commission,  state  "watchdog" 

1  8 
of  the  City's  finances.     Implicit  in  the  consultants' 

recommendations  and  in  the  final  report  of  the  Finance  Commission 

covering  the  organization  of  the  executive  branch  of  Boston's 

city  government  were  concepts  and  models  found  in  post-war  City 

Charters  adopted  in  such  large  cities  as  Philadelphia,  New 

Orleans,  Newark,  San  Francisco,  and  Los  Angeles. 


■^^•Mandated  by  St.  1948,  c.  26l. 
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Not  only  did  the  State  Legislature  encourage  the  City 
to  overhaul  its  executive  branch  by  authorizing  a  compre- 
hensive survey  to  produce  "a  blueprint  for  good  administration", 
but  in  1953  it  gave  the  City  the  legal  tools  required  for 
implementing  reorganization  plans.   The  Legislature  amended 
those  provisions  of  the  City's  Charter  governing  the 
authority  of  the  Mayor  and  City  Council  to  establish,  reor- 
ganize and  abolish  executive  departments,  administrative 
boards  and  officers  and  to  assign  or  transfer  City  pov;ers, 

duties   or  appropriations  to  any  department,  agency  or 

19 
division  thereof.    By  liberalizing  the  definition  of  the  term, 

"reorganize" J  and  by  bringing  agencies  not  under  the  direction 
of  a  department  head  within  the  scope  of  the  pov;er  to  re- 
organize, the  number  of  exempt  departments  was  substantially 
reduced  and  the  City  acquired  a  reasonable  degree  of  home 
rule  authority  to  update  its  organization. 

The  structure,  powers  and  roles  of  the  Administrative 
Services  Department,  as  originally  delineated  by  ordinance, 

reflected  a  kind  of  compromise  with  two  management  concepts. 

20 
emphasized  in  the  Finance  Commission's  final  report    and  the 

consultant's  report  on  the  City's  fiscal  agencies 


•^^•St.  1909,  c.  486,  Section  5,  amended  by  St.  1953,  c.  473- 

20 

'Boston  Finance  Commission,  Final  Report  of  the  Administrative 

Survey  by  the  Finance  Commission  of  the  City  of  Boston, 

Feb.  1,  1950. 
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21 
and  fiscal  practices    :   (1)  general  management 

assistance  for  the  Mayor, and  (2)  an  integrated  organization 
for  financial  planning  and  management. 

The  duties  and  corollary  powers  given  to  the  office  of 
the  Director  of  Administrative  Services  virtually  made  its 
incumbent  the  Mayor's  chief  of  staff.   The  ordinance  designa- 
ted this  person  as  the  City's  chief  budget  officer  (prior  to 
creation  of  a  separate  position  of  Supervisor  of  Budgets), 
empowered  the  position  with  unprecedented  responsibility  to 
approve  all  personnel  transactions-appointments,  transfers, 
promotions,  reinstatements  and  changes  in  title  or  pay  - 
except  where  the  Mayor  orders  otherv/ise  in  writing,  and  identi- 

fied  the  incumbent  as  the  City's' focal  point  and  catalyst 
for  undertaking  studies  and  recommendations  with  respect  to 
the  organization,  activities,  policies  and  procedures  of  all 
departments,  boards  and  officers  in  order  to  ensure  economical 
and  efficient  administration.   Thus  the  Director  of  Admini- 
strative Services  was  perceived  as  the  strong  right  hand  of 
the  City's  chief  executive,  to  assist  the  Mayor  in  the 
coordination  and  oversight  of  agency  operations',  to  provide 
administrative  direction  in  planning  and  carrying  out  institu- 
tional changes,  and  armed  with  delegated  powers  over  resources 
allocation(as  budget  officer  and  super-personnel  officer), to 
carry  these  roles  out  effectively.   According  to  the  conclusions 


21 

■  Griff enhagen  &  Associates,  Financial  Administration,  City 

of  Boston,  Report  No.  14,  March  1,  19^9. 
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in  the  final  report  of  the  Finance  Commission: 

In  an  organization  of  the  size  of  the 
executive  branch  of  the  government  of  the  . 
City  of  Boston,  it  is  impossible  for  the  Mayor 
alone  to  provide  all  of  the  general  manage- 
ment required.   The  chief  executive  must  be 
provided  v/ith  capable  assistants,  in  charge 
of  one  or  more  functions  of  the  executive 
branch,  to  assist  in  the  processes  of 
planning,  organization,  direction,  and  ex- 
tend relationships.   This  assistance  cannot 
be  provided  at  an  operating  level.   Combined 
v.'ith  this  factor  is  the  need  for  coordination 
among  operating  units.   Provision  for  the 
necessary  coordination  and  assistance  in 
general  management  can  be  obtained  best 
through  the  creation  of  a  level  of  organi- 
zation above  that  of  the  operating  units, ^2 

Although  the  ordinance  creating  the  Administrative  Services 
Department  adhered  closely  to  survey  report  recommendations 
concerning  the  chief  of  staff  role  and  proposed  specific  duties 
for  the  office  of  Director  of  Administrative  Services,  it 
stopped  short  of  accepting  the  basic  recommendation  for  an 
integrated  Department  of  Finance,  in  which  all  fiscal  planning 
and  control  functions  would  be  consolidated. 

A  major  criticism  of  the  survey  report  on  financial 

administration  had  been  that  the  City's 

financial  functions  are  dispersed  among  several 
mutually  independent  agencies,  each  reporting 
individually  to  the  chief  executive.   This  dis- 
persion  of  responsibility  and  authority  pre- 
vents the  achievement  of  a  truly  high  degree  of 
integration,  coordination,  and  cooperation 
among  agencies  engaged  in  administering  the 
various  aspects  of  the  City's  fiscal  affairs. 
It  leads  to  duplication  of  effort  and  interde- 


22, 


Finance  Commission,  Final  Report  of  the  Administrative  Survey, 
op. clt .  ,  p .  ^0 . 
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partmental  Jealousy,  encourages  waste  of 

effort  on  uncoordinated  objectives,  and 

helps  to  stagnate  outmoded  procedures. 

There  is  no  single,  authoritative,  central 

source  of  financial  information  and  advice      p^ 

for  the  guidance  of  the  city  administration."...  -^ 

City  officials  responsible  for  the  final  design  of 
the  Administrative  Services  Department,  vrhile  conceding  the 
desirability    of  more  effective  coordination  of  fiscal 
agencies,  placed  higher  priority  on  maintaining  prevail- 
ing checks  and  balances  among  the  City's  treasury, 
auditing  and  assessing  agencies.   v/hile  endorsing  the 
proposal  to  merge  the  collection  of  taxes  vjith  treasury 

management  responsibilities  within  a  unified  Treasury 

< 
Department  under  a  Collector-Treasurer,  drafters  of  the 

ordinance  creating  the  Administrative  Services  Department 
settled  for  a  relatively  loose  arrangement  for  achieving 
more  cohesive  coordination  of  fiscal ^policies  and  practices 
through  an  entity  called  the  Administrative  Services  Board.   The 
ordinance  made  the  City  Auditor,  Collector-Treasurer  and 
Commissioner  of  Assessing  ex-officio  members  of  this 
board,  but  maintained  their  independent  department  head 
status.   On  the  other  hand,  while  the  ordinance  also  desig- 
nated the  Supervisor  of  Personnel  and  Purchasing  Agent  as 


2^ 

-"  Grif fenhagen  &  Associates,  Financial  Administration,  City 

of  Boston,  op.  cit . ,  p.  1. 
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members  of  the  Administrative  Services  Board  and  gave  them 
specific  assignments  v:ithin  their  areas  of  expertise,  it 
granted  the  Director  of  Administrative  Services  the  powers 
of  department  head  with  respect  to  the  subordinates  of 
these  two  officials. 

Since  the  first  Director  of  Administrative  Services 
(Charles  J.  Fox)  had  a  national  reputation  as  a  municipal  finance 
officer,  and  distinguished  service  over  many  years  as 
both  City  Auditor  and  Budget  Commissioner,  there  must  have  been 
optimism  that  his     combination  of  strong  personality, 
financial  management  skills,  depth  of  information  about  actors 
within  finance  agencies  not  under  direct  management  control, 
and  legal  powers  over  budgeting  and  personnel  would  overcom.e 
a  less  than  ideal  organizational  structure  for  financial  admini- 
stration. 

Unfortunately,  Fox's  tenure  as  Director  of  Admini- 
strative Services  v;as  relatively  short.   Several   sub- 
sequent changes  eroded  the  primacy  of  the  position  of 
Director  of  Administrative  Services  and  the  original 
conceptualization  of  its  "chief  of  svtaff"  role.   In 
1956  a  separate  office  of  Supervisor  of  Budgets,  appointed 
by  the  Mayor,  was  established  v;ithin  the  Administrative 
Services  Department  and  the  Director's  duties  over  budgets. 
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appropriation  transfer  orders,  budget  estimate  sheets  and 
monthly  expenditure  reports  were  assigned  to  this  new  office 
"under  the  direction  of  the  mayor"  and  subject  to  "consulta- 
tion with  the  director  of  admlnstratlve  servlces^^.   The 
Supervisor  of  Budgets  also  became  a  member  of  the  Administrative 
Services  Board. 

In  1968  a  separate  office  of  Deputy  Director  of 
Administrative  Services  for  Fiscal  Affairs  was  created  to 
"review  all  aspects  of  fiscal  affairs  of  the  city  and  to 
make  recommendations  for  continual  modernization  and 
improvement  in  basic  fiscal  affairs  of  the  city,  including 

but  not  limited  to  means  by  which  the  budget  cajn  be  used 

25 
to  effectuate  policy  decisions.    The  incumbent  of  this 

office  (now  vacant)  is  also  a  member  of  the  Administrative 

Services  Board.   The  Mayor's  message  to  the  City  Council 

recommending  establishment  of  this  office  emphasized  that 

the  City's  budget  "should  be  a  tool  to  enable  the  executive 

and  legislative  branches  to  focus  on  important  policy 

decisions.   Our  current  practices",  the  message  continued, 

"fall  far  short  of  this  ideal.   Creation  of  this  position 

v/ith  supervision  of  the  budget  process  from  this  perspective 

^^•Ord.  1956,  C.3. 
^^•Ord.  1968,  C.2. 
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26 
is  designed  to  bring  the  City  closer  to  this  ideal ".- 

Finally,  in  197^  an  office  of  Supervisor  of  Labor  Relations , 
appointed  by  the  Mayor,  was  established  v:ithin  the  Administra- 
tive Services  Department  to  provide  capacity  to  carry  out 
new  provisions  of  state  law  applicable  to  collective 
bargaining  for  municipal  employees.   The  ordinance  creating 
this  office  empowered  the  Supervisor  of  Labor  Relations 
"under  the  direction  of  the  mayor,  and  in  consultation  with 
the  director  of  administrative  services"  to  "review  all  aspects 
of  the  labor  relations  of  the  city  and  make  re<:omraendations 
for  their  improvement,  represent  the  mayor  in  all  collective 
bargaining  in  which  the  city  is  involved,  and  by  himself  or 

through  assistants  appear  in  all  grievance,  arbitration,  and 

"27 

court  proceedings  involving  labor  relations. 

Almost  simultaneously  with  the  creation  of  the 
new  Office  of  Fiscal  Affairs,  the  Mayor  in  1978  authorized 
establishment  of  an  Office  of  Management  and  Budget  under  a 
Director,  presumably  to  inherit  the  responsibilities  of 
the  Office  of  the  Deputy  Director  of  Administrative  Services 

"Message  of  Mayor  Kevin  H.  White  to  City  Council,  March  25, 
1968. 

^"^•Ord.  1974,  c.  5. 
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for  Fiscal  Affairs  and  to  expand  the  scope  and  intensity  of  the 
City's  management  improvement  and  productivity  efforts.  Unaffected  by 
this  move,  however,  were  powers  and  duties  assigned  to  the 
office  of  the  Director  of  Administrative  Services,  specifi- 
cally charged  by  ordinance  with  stimulating  more  economical 
and  efficient  administration  of  City  agencies,  and  to  the 
Office  of  the  Supervisor  of  Budgets,  responsible  under 
ordinance  for  budgets  and  appropriation  transfers.   Without 
the  legal  status  of  a  public  officer , lacking  the  clout  of  a 
separate  agency  appropriation,  and  unable  to  exert  supervision 
over  the  budget  process  and  the  budget  staff,  the  Director  of 
Management  and  Budget  is  hardly  in  a  position  to  carry  out 
the  full  purpose  of  this  new  office. 

The  current  agenda  of  unresolved  issues  and  problems  in 
critical  areas  of  the  City's  management  and  finances  suggests 
that  the  Administrative  Services  Board  and  Administrative 
Services  Department,  despite  significant  injections  of  pro- 
fessional staff  during  recent  years,  have  not  lived  up  to  their 
early  institutional  hopes  and . expectations .   The  chief  of 
staff  concept  embodied  in  the  position  of  Director  of 
Administrative  Services,  whose  incumbent  also  has  the  title 
and  prestige  of  Vice-Mayor,  has  been  diluted  by  gradual 

dispersal  and  fragmentation  of  its  original  powers.   The 

28 
recent  comprehensive  audit  of  the  City's  finances   ,  in 


?8 

'Coopers  &  Lybrand,  City  of  Boston,  Report  on  Internal 

Accounting  Controls  and  Other  Matters,  Aug.  3,  1979- 
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documenting  serious  deficiencies  in  the  assessment  of 
property,  personnel  and  payroll  controls,  purchasing  and 
contract  practices,  the  funding  of  retirement  benefits, 
electronic  data  processing,  departmental  revenue  systems, 
internal  auditing,  internal  accounting  and  personnel  manage- 
ment, implied  that  successive  Directors  of  Administrative 
Services  and  Administrative  Services  Boards  had  been  unable, 
either  by  force  of  personality  or  by  imaginative  utilization 
of  legal  powers,  to  overcome  previously  cited  organic 
weaknesses  in  organizational  structure.   Moreover,  the 
total  staff  assigned  to  the  administrative,  budget  and 
personnel  units  of  the  Administrative  Services  Department 
has  reached  a  quota  of  86  (including  45  positions  classified 
as  middle  management  or  higher  in  rank).   Quadruple  its  size 
in  1955,  this  expanded  professional  staff  also  is  severely 
stymied  by  the  dispersion  of  responsibility  and  authority 
of  Boston's  financial  functions  among  either  independent 
or  semi-independent  members  of  the  Administrative  Services 
Board. 

Conclusion.   A  quarter-century  ago  a  consensus  emerged 
that  the  City's  sprawling  bureaucracy  of  3^  departments  and 
boards  under  direct   control  of  the  Mayor  had  to  be  reorganized 
and  that  the  City's  chief  executive  badly  needed  powerful, 
professional  assistance  in  general  management^  particularly  in 
the  formulation  and  management  of  fiscal  policy,  to  oversee  City 
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operations.   A  streamlined  system  of  functionally  coherent 
agencies,  including  a  strong  central  staff  mechanism,  was 
established  to  help  the  Mayor  respond  effectively  to 
political  mandates  and  social  change.   The  total  number  of 
administrative  agencies  reporting  directly  to  the  Mayor 
is  back  where  it  was  25  years  ago.   General  management 
assistance  is  widely  dispersed  among  fiscal  planning  and 
control  agencies  created  by  ordinance  and  among  agencies 
established  by  executive  directive.   The  chief  of  staff  con- 
cept has  been  gradually  weakened  and  the  financial  policy 
and  management  structure  is  badly  fragmented.   This  seems 

to  be  an  appropriate  time  to  re-examine  the  powers,  status  . 
and  relationships  of  the  Administrative  Services  Board  and 
the  Administrative  Services  Department,  including  their 
constituent  agencies,  and  to  focus  this  review  on  the 
relevance  of  their  current  roles  to  those  of  newly-established 
entities  such  as  the  Mayor's  Office  of  Fiscal  Affairs  and 
the  Office  of  Management  and  Budget. 
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29 
State  Roles  in  Municipal  Finance 

Although  this  tax  policy  project  has  not  directed  its 

attention  specifically  to  the  issue  of  whether  and  how  state 

institutional  roles  and  mechanisms  have  affected  City  tax 

policy,  project  activities  have  helped  raise  questions  about 

the  governing  premises  of  state-local  fiscal  relationships, 

including  the  accelerating   trend  toward  municipal  tax/ 

expenditure/budget  limitations   ,  and  about  the  roles  of 

state  agencies  charged  with  regulatory,   monitoring  and 

technical  assistance  responsibilities  in  municipal  financial 

management. 


29. 


For  a  recent  comprehensive  study  of  this  issue,  see 
Peterson,  John  E.,  Stallings ,  C.  Wayne,  and  Spain, 
Catherine  Lavigne,  State  Roles  in  Local  Financial  Manage- 
ment :   A  Comparative  Analysis  (June,  1979,  Government 
Finance  Research  Center,  Wash.  D.C.).   This  study  is 
organized  into  (1)  an  analysis  of  several  forms  of  state 
regulation  of  local  financial  management — ( a )  financial 
practice  regulation,  requiring  compliance  vjith  such 
specified  financial  practices  as  budgeting,  accounting, 
financial  reporting,  etc.  designed  to  strengthen  the 
capacity  of  the  local  decision-making  system  to  make  sound 
financial  choices;  (b)  financial  policy  regulation,  putting 
direct  limits  on  local  financial  decision-making  dis- 
cretion, such  as  tax  limits,  debt  limits,  balanced  budget 
requirements;  (c)  mandatory  financial  service,  in  which 
the  state  performs  a  specific  financial  management  function 
that  local  governments  would  otherwise  do  themselves,  such 
as  audits;  and  (2)  state  assistance  to  local  financial 
management ,  in  which  the  state  seeks  to  secure  voluntary 
improvements  in  financial  practices  and  policies,  by  pro- 
viding consulting  services,  training,  monitoring,  and 
other  forms  of  assistance  which  are  often  linked  to 
regulatory  activities. 


30*See  "Second  Monitor  Report,  Phase  II",  Feb.,  1979,  p. 18-21, 
and  "Third  Monitor  Report,  Phase  II",  May,  1979,  p. 7-8, 
for  discussion  of  Governor's  proposal  for  local  property 
tax  and  spending  limitations,  and  of  final  legislation 
based  on  this  proposal. 
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State  Supervision  of  Municipal  Finance 

Varying  degrees  of  state  control  and  supervision  of 
municipal  finances  in  Massachusetts,  v;oven  together  in  a 

body  of  General  Laws  know  popularly  as  the  Municipal  Finance 

31 

Act  , established  a  tradition  of  state-local  fiscal  partner- 
ship and  interdependence  under  the  aegis  of  the  State  Depart- 
ment of  Corporations  and  Taxation  (predecessor  of  the  State 
Department  of  Revenue) ^ long  before  constitutional  home  rule 
was  extended  to  cities  and  towns  in  1966. 

In  Massachusetts  the  long-standing  legal  mandate  of  the 
state  to  oversee  municipal  financial  practices  is  over  100 
years  old.   Through  a  mix  of  state  regulation  of  local 
financial  management  and  state  assistance  to  local  financial 
management,  this  body  of  legislation  authorizes  designated 
state  agencies  to  help  local  officials  exert  fiscal  control, 
to  assist  them  in  maintaining  fiscal  solvency  and,  to  en- 
courage them  in  managing  resources  wisely.   For  example,  the 
Bureau  of  Accounts,  in  the  Division  of  Local  Services  of  the 
State  Department  of  Revenue  makes  annual  audits  of  city, 
town  and  county  accounts,  has  the  authority  to  approve  the 
issue  of  town  notes  for  the  borrowing  of  money,  publishes 


31 

'General  Laws,  c.44.   See  Van  de  Woestyne,  Royal  S.,  State 

Control  of  Local  Finance  in  Massachusetts  (Harvard 

University  Press,  Cambridge,  Mass.,  1935)  for  background 

and  analysis,  particularly  of  the  comprehensive  revision 

of  1913  that  Van  de  Woestyne  cited  as  "probably  the  most 

advanced  legislation  of  its  kind  in  the  United  States  at 

that  time."  (p. 50). 
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statlstics  on  municipal  finances  and  provides  advice  and 
guidance  to  city  and  town  officers  on  all  kinds  of  local 
financial  problems. 

In  addition  the  Bureau  of  Local  Assessment,  also  in 
the  Division  of  Local  Services  of  the  State  Department  of 
Revenue, provides  technical  assistance  to  cities  and  towns 
in  improving  assessment  practices,  in  arranging  for  re- 
valuations and  for  local  installations  of  the  state's 
standard  assessine  system. 

When  Massachusetts  followed  the  lead  of  many  states 
by  setting  up  a  new  broad-gauged  Department  of  Community 
Affairs  in  the  mid-sixties  to  provide  a  varieify  of  services 
to  municipalities,  first  emphasizing  housing  and  local 
planning,  and  gradually  embracing  all  kinds  of  community 
development  activities  and  assistance  to  cities  and  towns 
in  general,  it  could  be  predicted  that  a  schism  in  state 
responsibility  for  local  financial  management  would  emerge. 
As  City  of  Boston  officials  associated  with  the  tax  policy 
project  worked  closely  with  their  counterparts  in  the  State 
Executive  Office  of  Administration  and  Finance (which  has 
jurisdiction  over  the  State  Department  of  Revenue)  and 
particularly  with  this  department's  Bureaus  of  Accounts  and 


32 

'St.  1973,  C.514,  which  drastically  reorganized  the  state's 

tax  collection  machinery,  changed  the  name  of  the  Department 

of  Corporations  and  Taxation  to  Department  of  Revenue, 

abolished  the  three-member  State  Tax  Commission  and  transferred 

its  powers  and  duties  to  a  new  Commissioner  of  Revenue, and 

substituted  a  new  internal  organization  consisting  of  four 

divisions,  including  a  Division  of  Local  Services  made  up  of 

a  Bureau  of  Accounts  and  a  Bureau  of  Local  Assessment. 


-29- 


Local  Assessment  and  with  their  counterparts  in  the  State 
Executive  Office  of  Community  Development  (which  has  juris- 
diction for  the  State  Department  of  Community  Affairs)  and 
particularly  with  this  department's  Division  of  Community 
Services,  they  experienced  direct  contacts  with  the  realities 
of  this  split  personality.   In  brief,  policy-makers  in  the 
State  Executive  Office  of  Administration  and  Finance,  who 
face  the  conflict  of  making  choices  between  state  and 

municipal  requirements  for  revenue  and  whose  agencies  use 
both  regulatory  powers  and  assistance  in  carrying  out  these 
roles,  tend  to  be  less  responsive  to  the  needs  of  municipal 
officials  than  their  equals  in  the  State  Executive  Office 
of  Communities  and  Development,  who  perceive  local  officials 
as  their  primary  constituency  and  whose  functions  are  restricted 
to  assistance  to  cities  and  towns.   Thus,  the  eroding  effects 
of  recent  economic  recessions  and  the  negative  impact  on 
municipal  finances  of  the  state's  own  fiscal  difficulties 
have  magnified  the  significance  of  this  state  schism  in  the 
supervision  and  support  of  local  financial  management.   A 
comprehensive  study  of  state-local  financial  management  com- 
pleted several  years  ago  proposed  a  detailed  list  of  specific 
changes  in  municipal  accounting/auditing  standards,  in  guide- 
lines for  municipal  financial  management  and  in  state 
technical  assistance  in  many  categories  of  local  financial 
practices  in  order  to  improve  and  tighten  the  fiscal  operations 
of  local  government.   And  to  enhance  the  state's  capability 
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to  provide  fiscal  services  to  cities  and  towns,  this  report 
strongly  recommended  that  services  to  local  government  and 
the  supervision  of  local  government  finances  be  consolidated 
within  a  single  state  agency,  without  designating  a  pre- 
ference for  one  or  the  other  of  the  two  state  agencies  now 

-30 
providing  such  services"^-^.   (See  Appendix  A  for  a  summary 

of  the  study's  recommendations.) 
State  Supervision  of  Local  Assessing 

The  decision  of  the  State  Supreme  Judicial  Court  in  the  so- 

34 
called  Sudbury  case    crystallized  prevailing  opinion  that  the 

state's  supervisory  role  over  local  assessing  practices  had 
become  weak  and  ineffectual  and  that  the  quality  of  the 
state's  equalization  function,  so  critical  in  many  areas  of 
state-local  fiscal  relations,  lagged  far  behind  the  growing 
sophistication  and  progress  of  many  states.   In  summarizing 
the  Master's  findings  as  part  of  its  Sudbury  case  decision, 
the  court  confirmed  the  widespread  practice  in  Massachusetts 
of  fractional  valuation  of  real  estate  for  tax  purposes; 
pointed  out  that  revaluation  tended  to  be  a  "one-shot  per- 
formance", soon  out  of  date;  emphasized  that  the  sales  data 
used  to  establish  equalized  valuations  did  not  include 
enough  information  "to  ensure  that  only  arm's  -length  sales 
were  used"  and  that  the  infrequency  of  sales  of  commercial 


^■^"Massachusetts  League  of  Cities  and  Towns,  Report  of  the 
Task  Force  on  State/Local  Financial  Management,  Dec, 1976, 
p.  23. 

^    'Sudbury  v.  Commissioner  of  Corporations  and  Taxation  & 
Others,  366  Mass.  558. 
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and  industrial  property  meant  that  sales  data  for  these 
categories  of  property  were  inadequate;  concluded  that  the 
State  Tax  Commission  had  no  long-range  plan  for  staffing 
and  electronic  data  processing;  and  indicated  that  the 
Commission  had  neither  promulgated  uniform  standards  for 

assessment  at  fair  cash  value  nor  invoked  sanctions  to 

35 
enforce  full  value  assessments 

Since  the  defendants  in  the  Sudbury  case  had  contended 

that  their  functions  were  advisory  and  educational  only, 

perhaps  the  most  significant  finding  of  the  Sudbury  case 

was  that  the  commissioner  [of  Corporations  and  Taxation] 

and  the  [state  tax]  commission  "nave  underestimated  their 

36 
power  and  authority   .   The  Supreme  Judicial  Court's  inter- 
locutory decree  declared  that 

(1)  the  commissioner  has  the  power  and  the 
duty  to  direct  local  assessors  to  take 
such  action  as  will  tend  to  produce  uni- 
formity throughout  the  Commonwealth  in 
valuation  and  assessments;  (2)  the 
commission  has  the  power  and  the  duty 
•  to  direct  city  and  town  officers  to 
furnish  such  returns  and  statements 
relative  to  the  amount  and  value  of 
taxable  property  in  the  city  and  town  as 
it  deems  necessary  to  determine  and 
establish  for  each  city  and  tov/n  an 
equalized  valuation  which  shall  be  the 
fair  cash  value  of  all  property  in 
such  city  or  town  subject  to  local 
taxation  as  of  January  1  in  each  even- 
numbered  year;  and  (3)  the  functions 

35-  Idem,  p.  56O-56I. 

36. 

Idem,  p.  569. 
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of  the  commissioner  and  the  commission 
in  these  respects  are  to  command  and 
not  merely  to  advise  or  educate,  and 
it  is  the  legal  duty  of  the  assessors 
to  obey  their  lawful  commands. 

If  the  Sudbury  decision  of  197^  validated  the  legitimacy 
of  a  strong  state  supervisory  role  over  the  local  assessing 
function,  the  amended  Classification  Act  of  1979  spelled 
out  in  considerable  detail  the  scope  and  substance  of  this 
state  role^.   The  State  Commissioner  of  Revenue  is  held 
responsible  by  this  new  statute  for  establishing  minimum 
standards  of  performance  dealing  with  the  administration 
of  laws  governing  the  assessment/classification  of  property;  the 
methods  of  determining  the  fair  cash  value  of -different 
kinds  of  property  for  tax  purposes;  the  qualifications  of 
assessing  personnel;  and  the  adequacy  of  tax  maps  and  other 
records.   Elected  or  appointed  local  assessors  have  three 
years,  from  the  effective  date  of  this  act,  to  acquire  the 
minimum  standards  for  assessor  qualifications  established 
by  the  state.   Moreover,  a  majority  of  the  assessors  of  a 
local  board  must  be  designated  as  professionally  qualified 
before  classification  can  be  implemented.  Thus, 
in      substantially  increasing  the  povfer  of  the  State 
Commissioner  of  Revenue  to  upgrade  municipal  assessing  prac- 
tices and  to  enforce  the  establishment  of  full-value  assess- 
ments, this  legislation  may  turn  out  to  be  the  catalyst  for 
assessing  reforms  that  have  eluded  Boston  and  many  other 
municipalities  in  Massachusetts  for  over  half  a  century. 

^''•St.  1979,  c.  797. 
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If  the  promise  of  new  legislation  is  to  be  fulfilled, 

however,  state  and  municipal  officials  responsible  for 

property  tax  assessing  in  Massachusetts  might  take  heed  of 

the  following  conclusions  in  a  recent  report  analyzing 

state  roles  in  local  government  financial  management: 

achieving  professionalized  assessment 

practices  is  a  difficult  task,  because  the 
political  and  technical  pressures  toward 
non-professional  assessment  are  very  intense 
at  the  local  level.   Accordingly,  states 
that  have  sought  to  mandate  high-quality 
assessment  practices  have  found  it  necessary 
to  monitor  local  assessments  continuously, 
establish  professional  standards  for  assess- 
ment personnel,  and  provide  technical 
assistance  and  training  to  local  assessment 
offices 38 


38. 


Peterson,  Stallings  and  Spain,  State  Roles  in  Local 
Government  Financial  Management,  op. cit .  ,  p.  53 
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APPENDIX  A 


* 

SUMMARY  OF  RECOMMENDATIONS 


I.   Accounting  and  Auditing  Standards 

1.  Es tablishnent  of  a  Local  Government  Services 
unit  vithin  the  State  goverrr.ant  respcnjible 
for  an  expanded  range  of  duties  including  super- 
vision, development  of  local  government 
management,  and  development  of  inf orna tion  systems - 

2.  Annual  audit  of  financial  s  tatei'-ents . 

3.  Use  of  nPA's  or  state-certified  public  accountants 
to  perform  audits. 

4.  Publication  of  audit  guidelines. 

5.  Es tablishEent  of  procedures  for  subsission  and 
review  of  audits. 

6.  Adoption  of  GAAFR  standards  as  developed  by 
the  National  Comiaittee  on  Governmental 
Accounting  (KCGA) .  ^ 

7.  Publication  of  a  uniforn  local  governnent  financial 
systeTis  and  procedures  nanual.   iTiiplementation 
through  on-site  assistance. 

II.   Financial  Planning  and  Managerient 

8.  Developtnent  of  guidelines  to  determine  when  state 
intervention  is  required  and  development  of 
procedures  to  implement  such  intervention. 

9.  Assignment  of  the  Local  Government  Services  Unit 

to  prepare  a  comprehensive  revision  of  the  statutes 
dealing  with  local  debt. 

10.  Es  tablishiuent  of  a  joint  MLCT-State  study 
commission  to  examine  the  issue  of  "state  mandates." 

11.  Design,  implementation  and  continuing  administration 
of  a  uniform  data  collection  system. 

12.  Promulgation  of  financial  disclosure  guidelines 
for  use  by  Massachusetts  governments  in.  the 
issuance  of  debt. 

15.  Diversification  of  local  government  revenue 
sources  and/or  state  aid  which  is  dedicated 
to  general  budget  support  and  not  earmarked 
for  specific  purposes. 
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III.   Technical  Assistance 
14, 


Preparatioii  of  a  schedule  of  local  aid  payments 
for  the  ensuing  year  within  30  days  of  passage 
of  the  state  budget,  and  various  other  actions 
designed  to  improve  cash  flow,  reduce  short-tern 
borrowing  and  improve  comcunica tion  on  state 
aid  and  assessments. 


15.  Development  of  an  Administrative  Manual. 

16.  Implementation  of  various  state  statutes  and 
development  of  existing  state  programs  designed 
to  assist  and  facilitate  local  management 
improveiQents  . 

17.  Assistance  in  che  preparation  of  bond  prospectus 
disclosure  statements. 


13 


19 


20 


21 


22. 


Implementation  of  a  cash  management  program 
through  the  vehicle  of  the  Local  Government 
Pooled  Cash  Investment  Fund. 


Publication  of  a  budget  guitie  for  local 
governmsnt  and  establishment  of  minimum 
standards  for  budget  documents. 

Development  of  computer  utilisation  at  •• 
local  government  level. 


;ne 


23 


Sponsorship  of  a  second  session  of  the  "Cherry 
Sheet"  conference  held  annually  since  1974. 

Adoption  of  standards  for  the  employmenc  of 
professional  appraisers  by  local  boards  of 
assessors,  either  singly  or  on  a  shared  basis. 
Adoption  of  standards  and  procedures  for  the 
accreditation  of  appraisers. 

Establishment  by  the  Insurance  Commissioner  of 
a  staff  capacity  to  assist  local  governments 
in  risk  management. 


IV.   Organizational  and  Financing  Options 

24.  The  provision  of  services  to  local  government 
and  the  supervision  of  local  government  finance; 
should  be  unified  in  one  agency. 

25.  Activities  which  are  regulatory  and  supervisory 
in  nature  should  be  paid  by  the  state. 
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26.  Activities  which  are  service  oriented  should 
be  assessed  to  local  governments  and  paid 
into  a  revolving  fund  established  to  separate 
the  financing  of  local  government  services 
from  the  state  appropriations  process. 

27.  An  Advisory  Board  comprised  of  local  government 
officials  should  be  established  to  oversee  the 
program  of  the  Local  Government  Services  Unit. 
This  Board  should  be  established  by  the  Governor 
now,  prior  to  initiation  of  any  reorganization 
proposals  affecting  the  Issues  covered  in  this 
report.   Membership  on  the  Advisory  Board  should 
be  selected  by  the  Governor  frcn  a  list  of 
candidates  to  be  nominated  by  the  municipal 
associations . 


^Massachusetts  League  of  Cities  and  Tovms,  Report  of  the 
Task  Force  Report  on  State/Local  Financial  Management, 
op . cit .  ,  p.  3-5 . 
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Introduction 

■Jnis  monitoring  report;  covers  the  irAtial  segnsnt  of  Phase  II  of 
the  tax  policy  analysis  and  plarxiins  study —  a  review  of  project  activities 
undertaken  during  the  period  from  July  1,  1973  to  Noveinfaer  14,  1978. 

■Jnder  Phase  I,  from  September  1976  through  June  1973,  the  study 
focus  was  on  development  of  a  tax/fiscal  data  base  and  analj'tic 
techniques  to  facilitate  projections  of  the  iircact  of  property  tax 
equalization,  including  the  classification  of  property  for  tax 
purposes,  on  municipal  governments  and  property  taxpa^yers  of  Boston 
and  other  cities  and  to\'ms  in  Massachusetts,  Among  the  significant 
outputs  generated  by  the  study  during  Phase  I  were  classification 
mix  alternatives  to  guide  drafting  of  the  property  classification  "shelf" 
bill  (K.  1900,  1973),  which  was  adooted  in  amended  form  (Chapter  580, 
Acts  of  1978)  by  the  State  Legislature.  For  Boston  the  study  outputs  in- 
cluded estimates  of  the  impacts  of  100  percent  equalization,  classification 
and  tax  levy  reductions  assumed  by  additional  state  financial 
assistance  according  to  category  of  residential  prxDperty  and  ',\fard  of 
the  city.  Less  detailed  analyses  were  made  for  all  other  munici- 
palities . 

'Jne  outputs  were  losed  in  the  educational  literature  prepared 
and  distributed  under  auspices  of  the  City's  Office  of  Infonration  on 
Classification.  Ihiey  were  also  used  in  a  variety  of  v/ays  by  the 
T'lassachusetts  "ayors  Association,  the  Massachusetts  League  of  Cities 
and  Tbv.ns,  and  other  groups  favoring  voter  approval  of  the  consti- 
tutional amendment  governing  property  classification.  In  addition. 


Phase  I  analysis  evaluated  the  inpact  on  all  cities  and  tcv;ns  of 
alternative  distribution  proposals  of  anticipated  state  revenue 
surplus  estiriates,  docunents  used  extensively  by  appropriate 
agencies  of  the  CoruT-onv/ealth  of  Massachusetts  and  by  the  s-aff  of 
the  Senate  Comriittee  on  V/ays  and  "'leans , 

under  Phase  II,  covering  a  year's  anal^/tical/planriing  v/ork 
beginning  on  July  1,  1973,  the  study  enphasis  is  on  the  revenue 
requirensnts  of  Massachusetts  cities  and  to:vns,  including  evaluation 
of  revenue  needs  to  cope  v;ith  the  i-pacts  of  equalization/ 
classification,  inflation,  current  nunicipal  operations  and  infra- 
structure iirprovements.  Among  the  revenue  alternatives  and  irpacts 
being  examined  are  state  revenue  sharing  proposals,  a  recormendation 
to  ILnk  expansion  of  the  state  sales  tax  base  '/d.th  state  revenue 
sharing,  and  irJ.tiative  petitions  that  tie  rnurdcipal  property  tax 
limitations,  based  on  a  phase- in  approach,  to  municipal  sharing  of 
state  revenue  grov;th.  .-irong  the  analytical  perspectives  identified 
in  Phase  II  are  projections  of  the  impacts  of  alternative  fiscal 
solutions  on  private  investment,  income  potential,  and  future 
eruployrrent.' 


1.       From  -'Current  Tax  Policy  Analyses  and  Planning,  "'Jork  Program 
Elements",  September  21,  1978,  riemorand'jmi  from.  Alex  Ganz 
(Director  of  Research,  3RA)  to  Robert  Ryan  (Director  of  BRA) . 
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/■■rxalycical  Ourputs 

1.       Incact  of  Prooerty  Tax  EGualization 

—      ■■     -  "  -  ---   ■  - 

If  trie  'Ib.t^to  report  eirerged  as  the  definitive  eval'jation  of 

the  sta~evri.de  iirpact  of  100  percent  valuation  and  taxation  by 

2 
property  classification,  then  the  project's  follow-up  detailed 

analysis  for  the  City  of  Eoston  provided  the  needed  refinement  of 

equalization  estL-nates  of  average  tax  changes  (both  initial  iirpact 

and  equilibrium)  by  property  type  under  100  percent  valuation  and/ 

or  classification,  and  similar  estirates  for  1-3  family 

residential  properties  by  ward  based  on  assumptions  of  (a)  no 

state  property  tax  relief,  (b)  'hoderatd'  tax  relief  and  (c) 

'bignificanti' tax  relief."*  According  to  this  report,  designed  to 

predict  tax  differences  between  the  alternatives  of  100  percent 

valuation  and  classification,  not  to  estimate  what  the  specific  tax 

consequences  vri.ll  be,  the  average  L-pacts  of  equalization  are  likely 

to  be  as  follows: 

1.  For  all  types  of  residential  properties,  property  taxes 

would  be  lov;er  under  classification  than  under  100  percent.  Such 

tax  reductions  are  shared  vri.dely  among  categories  of  residential 

property  v/hile  100  percent  valuation  v;ould  give  most  tax  benefits  to 

business  and  utility  properties. 


2.  See  Raymond  G.'lorto,  Estiirating;  the  Lmpact  of  lOOg  Valuation  and 
Ta:<ation  by  Classification  in  j^lassachusetrs ,  June  14,  1978 

3.  John  Avault,  "Preliminary  Estimates  of  Property  T^x  Equalization 
in  Boston",  BRA  Research  Department,  A  '/forking  Paper  of  the  Tax 
Policy  Study  Group,  Conputer  .Analyses  by  Karl  Sittler,  Aug.  1978. 

4.  Ibid,  p.  1-3. 


2.  Even  where  "significant^' sta-e  property  ta-x  relief  (a  30 
percent  reduction  in  property  tax  le^y  in  addition  to  relief  to 
offset  inflation)  is  linked  to  100  percent  valuation,  the  average 
property  tax  bill  for  single-family  residential  properties  v/ould 

. increase  by  3  percent,  while  property  taxes  on  comnerciaJ.  properties 
would  decline  by  3^  percent,  :;hose  on  industrial  properties  by 
38  percent,  and  those  on  utilities  by  over  50  percent.  Under 
classification,  by  contrast,  this  degree  of  property  tax  relief 
would  generate  average  property  tax  reductions  ranging  from  25  to 
50  percent  for  residential,  coininercial  and  industrial  property. 

Taxes  on  apartment  houses  v;ould  decline  by  an  average  of  43  percent; 

5 
on  th2ree-decker  structures,  they  would  be  cut  in  half. 

3.  i.'Jhere  more 'boderat^' state  property  tax  (a  12  percent 
reduction  in  property,  tax  levy)  relief  was  assumed,  under  classifi- 
cation the  average  tax  reductions  for  single- family  homes,  commercial 
and  industrial  properties  are  estimated  at  10  percent;  for  triple- 
deckers,  che  decline  is  one- third;  for  apartment  houses  the  cut  is 

29  percent,  rilmost  equal  to  estimated  experience  under  100  percent 
valuation  and  'Significant!'  property  tax  relief.  Under  100  percent 
valuation  with" moderate"  property  tax  relief,  on  the  other  hand,  the 
property  tax  reduction  estimated  for  apartment  houses  is  15  percent, 
half  of  the  cut  under  classification.  Property  taxes  on  one- family 
homes  v;ould  increase  by  one- third  on  the  average,  and  taxes  on 

5 .   Ibid ,  0.3. 
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three-family  structures  would  rerraln   about  the  same,  despite  the 
'boderate"  property  tax  relief,  lax  benefits  to  non-residential 
properties,  however,  would  be  substantial  under  100  percent  valuation 
with'' moderate"  property  tax  relief — 20  percent  lower  on  the  average 
for  comriercial  and  industrial  properties  and  50  percent  lower  for 
utilities,  representing  the  greatest  benefit  gains. 

4.   Since  equalization  per  se  has  no  effect  on  the  property  ' 
tax  levj,'',  total  or  average  property  taxes  remain  the  saine  at  the 
most  aggregate  level  because  of  significant  offsetting  changes 
among  types  of  property,  e.-.  the  estirated  average  increase  of 
14  percent  for  mixed  residential-commercial  properties  under  both 
100  percent  valuation  and  classification, assuming  moderate  tajc 
relief, is  attributable  to  the  combined  effects  of  tax  reductions 
for  older  properties  and  increases  for  larger,  new  developments 
enjoying  special  tax  agreemients. 

Within  property  categories,  hov;ever,  even  100  percent  valuation 
generates  extrem.e  tax  and  tax  change  variations.  Thus,  despite  the 
estimated  average  increase  of  50  percent  in  property  taxes  for  single- 
family  houses  under  100  percent  valuation,  the  average  tax  bill  would 
decline  in  three  wards  (in  Roxbury).  By  contrast,  within  the  three- 
family  residential  category,  the  cityivide  average  tax  reduction  is 
estimated  at  25  percent  and  average  taxes  would  decline  in  13  wards; 
in  six  v/ards,  hov/ever,  the  average  tax  is  expected  to  increase. 

6.   Ibid,  p.  2  -  ^'■- 


5.       'The  analysis  emphasized  that;  underlying  average  estimates 
of  the  tax  consequences  both  of  IQG  percent  valuation  and/or 
classification  are  v/ide  changes.  For  exarple,  -although  the  average 
tax  for  single-family  houses  in  Qiarlesto'/vn  vrauld  more  than  double 
even  under  classification,  some  such  properties  vrauld  have  tax 
reductions  and  about  25  percent  of  single-family  houses  in  this  area 
would  have  their  taxes  under  classification  go  up  by  an  average  of 
only  $150.  Properties  vd.th  relatively  low  initial  assessments  and 
experiencing  dramatic  increases  in  market  values  due  to  substantial 
modernization  are  those  facing  greater  th.an  average  tax  rrLses. 

2.   Impact  of  100^  Valuation  v-tLth  Property  Tax  Liriiits 

Another  analytical  output  dealt  v.dth  the  issue  of  whether 
a  tax  limit  was  an  adequate  substitute  for  classification  in  avertir-g 
the  extreme  tax  shifts  were  100  percent  valuation  in  effect.  Using 
an  assumption  that  a  property  tax  levy  limit  equal  to  2-1/2  percent  of 
market  value  v;ere  enacted  along  v/ith  100  percent  valuation,  this 
analysis  concluded  that  the  average  3tate',^ade  tax  bill  for  single- 
i'araily  houses  would  increase  by  13  percent ;  two-family  structures , 
by  18  percent;  and  three- family  residential  properties, by  10  percent, 
out  the  most  significant  changes  would  come  in  the  larger  cities  and 
tovjns.  Municipalities  with  more  than  25,000  population  contain 
76  percent  of  the  total  state\d.de  valuation  of  commercial  properties 
and  70  percent  of  the  total  statewide  valuation  of  industrial  property. 
Thus,  v.ath  70  percent  of  the  state's  population  and  with  most  of  the 
state's  r:ulti- family  housing  stock,  tiiese  larger  communities  would 


experience  the  most  pronounced  shift  of  property  taxes  from  residential 
to  business  property  were  100  percent  valuation  to  be  enforced  within 
the  context  of  a  property  tax  limitation.  Commercial  properties  in 

these  cities  and  towns  would  enjoy  an  average  tax  bill  decrease  of  over 

7 
20  percent;  industrial  properties,  a  decrease  of  over  30  percent. 

Property  Classification  AmendTiert  Referendum 

At  the  November  7th  general  election,  I-assachusetts  voters 

approved  Referendum  Question  #1,  the  constitutional  amendmient  authorizing 

the  Legislature  to  establish  different  classes  of  property  for  taxation 

Q 

purposes.  Total  "yes"  votes  exceeded  "no"  votes  in  13  of  the  state's 
14  counties,  and  in  all  39  of  the  state's  cities.  The  margin  of 
approval  in  the  larger  communities  ranged  from,  a  hi^  of  10-1  in  the  cities 
of  Boston  and  Everett  to  a  closer  vote  in  cities  located  outside  of 
metropolitan  Boston,  such  as  Leominster  and  Northairpton.  Boston  "yes" 
votes  totalled  134, 080  as  contrasted  v;ith  12,^65  "no"  votes.  The 
ovenvhelming  vote  of  approval  in  urban  areas  of  the  states  wa^ 
matched  by  lower,  but  decisive  margins  of  voter  support  in  more 


7.  Raymond  G.  Torto,  "Estimating  the  Lnpact  of  100/J  Valuation  with 
Tax  Limits",  Oct.  16,  1973,  Prepared  for  the  f^lassachusetts 
r-'ayor'3  Association. 

8.  As  certified  by  the  Executive  Council,  the  final  vote  was: 
yes,  1,285,365;  no,  G49,':00;  blanks,  103,111. 
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homogeneous  residential  suburban  communities. 
Ttoiicipal  Revenue  Requirements  and  Revenue  Altema'ives 

Ihe  analytic  framev/ork  beir^g  used  by  the  tajc  policy  project  to 
project  revenue  needs,  ~o  evaluate  alternative  revenue  measures  and 
to  measure  the  potential  impact  of  revenue  choices  from  both  a 
statewide  and  municipal  perspective  consists  of  the  following  phases: 

1.  Projections  of  the  state  economy,  state  expenditures  and 
revenues  and  state  surpluses  or  deficits; 

2.  Projections  of  City  of  Boston  economy,  municipal  expendi- 
tures and  revenues,  and  municipal  revenue  requirer.ents  (Ecston  and 
other  cities  and  towns ) :  and 

3-   Projections  of  effects  of  property  tax  levy  reductions  on 

investment,  incons  and  enployirent. 

1.   Projections  of  State  Economy,  State  Finances  and  State 
Surpl'uses/Dei'icits 

A  major  source  of  continuing  data  and  analysis  on  state  economic 


^n   interesting  sidelight  to  the  classification  referendum  debate 
was  the  issue  of  v/hether  City  of  Boston  tax  funds  could  be  appro- 
priated for  the  purpose  of  undertaking  acti-'/ities  in  support  of 
the  referendum.  After  an  August  23,  1973  cpirdon  of  the 
Massachusetts  Supreme  J"udicial(SJC)  Court  (in  Richard  L.  Anderson 
et.al,  vs.  City  of  Boston,  et.al.)  supported  the  plaintiff's  con- 
tention that  "the  city  does  not  have  authority  to  appropriate 
funds  to  be  expended  in  support  of  the  classification  amendment"  — 
and. that  the  First  .Amendment  to  the  U.S.  Constitution  "does  not 
require  that  the  city  be  authorized  to  appropriate  funds  to  influence 
the  result  of  the  vote  on  the  classification  amendment". .. (p.  2302, 
"Official  Opinions  from  the  Supreme  Judicial  Coiurt  of  ^fe^s.  and 
the  Appeals  Court",  Aug.  25,  1973,  vol.  3,  -^o.  34,  published  by 
Mass.  Lav/yers  Weekly,  30  Court  Sq. ,  Boston,  .'ass.  ^2108) ,  Justice 
William  Brennan  of  the  U.S.  Supreme  Court, on  October  20,  1978,  "enporarily 
stayed  the  SJC  order  freezing  City  fands  for  these  purposes.  On 
November  5,  1978,  the  full  court  upheld  Justice  Brennan 's  ruling, 
thereby  allo;ving  the  City  of  Boston  to  spend  appropria-cions  in 
support  of  the  classification  referend-um  question,  pending  the  court's 
final  disposition  of  the  Massachusetts  SJC  decision. 
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trends,  on  prospects  for  state  revenue  gro-rth  and  on  state  revenue 

surpluses  that  might  be  available  for  nunicipal  property  tax  relief, 

10 
is  the  so-called  T'lassachusetts  Econorpic  Policy  Analysis  Project. 

Supported  '^th  funds  from  such  state  agencies  as  the  Legistative 

Science  Resource  Office,  the  Executive  Office  of  Economic  Affairs, 

the  Division  of  Employment  Security,  the  Welfare  Department  and  the 

Massachusetts  Port  Authority,  the  Project  maintains  a  conputerized 

economic  policy  model  consisting  of  some  200  variables  based  on  Uro 

major  perspectives  of  employment — local  demand  and  export  demand. 

Until  the  recent  economic  downturn,  the  Project's  analyses  had  been 

optimistic,  predicting  state  budget  surpluses  througji  the  1979  fiscal 

year  under  assumptions  of  continuing  state  tax  rates  and  no  national 

recession.  Its  state  surplus  projection  of  over  $300  million  for  the 

1978  fiscal  year  was  borne  out  by  actual  fiscal  experience  and  the 

unprecedented  increase  in  state  financial  assistance  to  cities  and 

to;ms.  Current  official  estimates  corroborate  the  Project's  recent 

projections  and  establish  a  surplus  range  for  fiscal  '79  of  $125-175 


10.  See  George  Treyz,  The  Massachusetts  Economic  Policy  Analysis, 
undated.  University  of  Nkss.  at  Amherst,  with  collaboration  of 
Ann  F.  Friedlaender(r4.I.T. )  and  contributions  of  Edv/ard  N. 
McNertney(Univ.  of  Mass.),  Benjamin  Stevens (Regional  Science 
Research  Institute)  and  Roy  E.  '.7illiams(Sr.  Programmsr) ;  also  see 
recent  reports  generated  by  this  Project — A.r.  Friedlaender,  G. 
Treyz  and  R.  Tresch,  A  Control  Forecast  with  No  New  Taxes  and  an 
Analysis  of  Alternative  Ikx  and  Expenditure  Plans  for  Fiscal  1976 
I977,  Senate  No.  207^,  July  14,  1975;  G.  Treyz  and  R.  E.  •/Jilliams, 
'"The  October  1978  Massachusetts  Economic  Policy  Analysis  Model 
Forecast",  undated;  G.  Treyz  and  R.  E.  V/illiams,  "The  Impact  of 
Two  Recession  Scenarios  on  the  Massachusetts  Economy  and  the 
Massachusetts  State  Budget",  -undated. 

11.  See  p.  17-18,  "Final  Monitor  Report",  for  summary  of  debate  over 
state  revenue  surnlus  for  fiscal  '78  and  its  distribution. 
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ridllion.  On  the  other  hand,  a  recent  Project  analysis,  based  on 
two  recession  scenarios  of  the  LYiited  States  economy  prepared  by 
Data  Resources,  Inc.  is  more  pessimistic,  indicating  "an  excess 
of  spending  over  income  of  between  one  hundred  and  ti'/o  hundred 
million  dollars  in  each  of  the  next  three  fiscal  years  if  state 
spending  is  allowed  to  increase  in  line  v;ith  normally  expected 
increases.  However,  there  is  some  surplus  that  might  be  used 

to  cover  some  excess  of  spending  over  income  and  state  spending 

12 
may  be  reduced  below  normally  expected  increases''.    Thus, 

neither  recession  scenario  projection  is  likely  to  have  a 

negative  impact  on  state  revenue  through  the  1979  fiscal  year 

and  policy  modifications  on  expenditures  by  the  incoming  state 

administration  could  also  affect  the  negative  revenue  predictions 

for  the  19SO  fiscal  year. 

Tentative  City  of  Boston  plans  call  for  commissioning  Professor 

Treyz,  head  of  the  Massachusetts  Economic  Policy  Analysis  Project,  to 

undertake  additional  analysis  of  the  capacity  of  the  state  econo.my 

and  state  fiscal  policies  to  accomm.odate  the  revenue  requirem^ents  of 

various  tax  reform  alternatives  and  to  evaluate  the  economic  impacts 

of  large-scale  statewide  reduction  of  property  taxes — on  private 


12.   Treyz  and  Williams,  "The  Impact  of  T\\'o  Recession  Scenarios  on 
the  ^kssachusetts  Economy  and  the  Massachusetts  State  Budget", 
OD. cit.  0.  2. 


-11- 


invsstirent,  aconoraic  growth,  enployrrent,  income  and  state  revenue. 

2.   Projections  of  Municipal  Econoiry,  r.xpenditures  and  Revenues 
The  tax  policy  project  is  using  both  in-iiouse  staff  and  taking 
advantage  of  conpleted/on-going  research  operations  for  required 
data  collection  and  analysis  as  to  the  City  of  Boston  econorry, 
municipal  expenditures  and  revenues.  Jor  exarole,  BRA's  Research 
Departnent  has  developed  a  methodology  for  establishing  and  maintain- 
ing a  series  on  estimates  of  the  City  of  Boston's  gross  product  and 
earned  income  based  on  data  modificaticr^  in  Survey  of  Current 
Business  publications  of  the  U.S.  Bureau  of  Economic  Analysis.  For 
example,  refining  the  series  to  express  the  city's  gross  product  in 
constant  dollars  at  1975  prices  indicates  that  1972,  at. $9- 3  billion, 
was  Boston's  recent  peak;  from  this  year  through  1976  there  was  a 
steady  dcvmv/ard  trend  in  the  city's  real  economic  growth,  vath  slight 
recovery  to  39.5  billion  by  1976.  ^ 

For  analysis  of  public  sector  investments  in  Boston's  physical 
infrastructure  and  an  assessment  of  the  city's  infrastructure 
conditions  and  its  future  upgrading  requirements,  the  tax  policy 
project  is  leaning  heavily  on  research  in  process  by  Chester  Johnson, 
consultant  to  Ihe  Urban  Institute  in  an  omnibus  study  under  auspices 
of  the  U.  3.  Department  of  Housing  and  Urban  Development.  Among  the  conclusions 
of  a  draft  report  on  Boston  generated  by  the  study  are  the  following  findings 
on  investm.ent3  in  public  facilities  by  the  City  of  Boston,  local  and 
regional  public  authorities,  Commonv-ealth  of  i>'iassachusetts  and  national 


13.   See  Keroorandum  of  January  3,  1977  from  Ciris  Car  law  to  Raiirond 
Torto,  "City  of  Boston  Gross  Product  Series  Methodology''. 
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^overmient  during  the  1962-77  period: 

1.  Ttotal  expenditures  by  all  public  sectors  aiTiOunted  to 
$2-1/4  billion. 

2.  Lrfrastructure  expenditures  were  almost  equally  di'/ided 
as  between  new  construction  and  replacement/alteration. 

3<.  These  capital  expenditures  were  relatively  large  invest- 
ments compared  to  the  prior  50  years. 

4.  The  aggressive  capital  expenditure  program  in  effect  since 
the  1960's  errphasized  school  construction,  urban  renewal,  mass 
transportation  and  port  development  and  was  designed  (a)  to  eliminate 
worn  out  and  inadequate  facilities,  and  (b)  to  encourage  public  and 
private  investment  in  selected  areas  of  the  city. 

3.  'Over  the  next  five  years,  increasing  attention  will  be 
given  to  the  follo^^^Lng  categories  of  capital  needs,  reflecting  infra- 
structure conditions  and  policy  choices — (a)water  and  sev/er  facilities 
(separation  of  storm  and  sanitary  sev/ers,  secondary  treatment,  replace- 
ment of  mains);  (b)  rapid  transit  (estimated  at  $1  billion,  of  v;hiGh 
80  percent  vrauld  be  financed  by  federal  grants  (U.S.  Cepartm.ent  of 
Transportation)  and  the  remainder  by  bonds  of  the  Massachusetts  Eay 
Transportation  Authority;  (c)  bridges  (mainly  by  State  Departr.ent  of 
Public  Works  ',^^.th  federal/state  funds) ;  (d)  municipal  buildings  (over 
200  non-school  facilities);  (e)  local  streets  (over  700  miles  requiring 
double  the  current  annual  outlay  of  $4  million);  and  (f)  port 
facilities  (an  estimated  $117  rrdllion  to  be  spent  from  funds  of  the 
r'hssachusetts  Port  Authority  and  the  City  of  Boston,  representing  a 
significant  increase  over  the  past ) . 


(3 
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Boston'o  o'.vn  capital  budget  has  declined  from  the  1975  peak 
of  $109  million  to  an  estimated  $60  million  in  1973,  reflecting  by 
and  large  pr^jdent  assumptions  concerning  how  much  Boston  debt  the 
capital  market  v/ould  absorb .  .^ticipated  public  sector  investments 
over  the  next  five  years  shov;  a  decided  shift  to  federal  financing 


of  Boston's  infrastructure  and  assume  significant  state  sharing  of 

1^ 
capital  costs  for  sewers,  rapid  transit  and  highv/ays. 

Tlie  Johjnson  study  will  provide  a  data/analytical  base  for 
projecting  Boston's  future  capital  expenditure  requirements.  Less 
detailed  summary  base  data  are  being  compiled  on  the  capital  expendi- 
tures of  other  cities  and  towns, 

.\nalytic  work  on  municipal  expenditures  and  revenues  is  in 
its  preliminary  stages.  Background  tables  have  been  prepared 
shov/ing,at  current  prices,  for  the  City  of  Boston  historical  patterns 
of  curr-j.nt  and  capital  expenditures  since  19^5;  capital  expenditures 
as  percentages  of  total  expenditures;  ch.anges  in  composition  of  total, 
current  and  capital  expenditures;  annual  comparisons  of  Boston 
expenditures  with  those  of  the  Commonv/ealth  of  I-assachusetts  since 
I960;  public  eirployment  ti^ends  since  1970  —  City  of  Boston,  Boston 
School  Department,  Commonwealtxh  of  P'assachusetts ;  Boston  expenditures 
as  percentages  of  personal  income  since  1950;  Boston  expenditures  as 


14.   Gee  Chester  Johnson,  "Recent  Financing  of  Boston  Lnfrastructure 
by  the  Public  Sector",  Draft  Report,  Sept.  l3,  1978. 
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percentages  of  gross  city  product;  and  projected  current  and  coital 
budgets  over  the  next  ten  years,  '.^ri.th  esuLvates  of  annual  revenue 
shortfalls,  .'■ore  selective,  summary  time  series  on  expenditures 
and  revenues  of  cities  and  to;vns  in  T-'Iassachusetts  other  than  Boston 
are  also  being  planned. 

Outside  consultant  seirvices  covering  tiie  six-month  period 
beginning  July  1,  1973  have  been  commissioned  (1)  to  analyze  new- 
revenue  requirements  for  Boston  and  other  municipalities  of 
Massachusetts  adequate  to  cushion  the  irrpact  of  classification/ 
equalization  and  to  cover  municipal  current  operations  and  capital 
outlay  needs,  and  (2)  to  evaluate  the  characteristics  and  merits  of 
major  tax  reform,  proposals  to  achieve  these  above  goals, e.g.  proposals 
for  state  revenue  sharing,  combination  proposals  for  expanded  sales 
tax/tax  limitation/state  revenue  sharing,  etc.    The  full  report  on 
results  of  the  study  is  to  be  published  by  the  City's  Office  of  Fiscal 
Affairs . 
Tax  Abatement  Issues  and  Equalization  Planning  Progress 

Although  the  City  of  Boston  averted  wholesale  application  by 
the  state  Appellate  Tax  Board  (ATB)  of  the  26.8  percent  standard  to 
all  appeals  pending  before  the  Board  as  established  by  the  so-called 
Weymouth  case,  it  felt  compelled  to  appeal  the  ATB  decision  in  the 


15.   City  of  Boston  (Office  of  Fiscal  Affairs)  contract  with 

Professor  Daniel  Holland,  Sloan  School  of  r-lanagement ,  M.I.T. 
approved  by  Tfeyor,  July  11,  1978. 


30-called  Tregcr  case,  despite  the  saving  grace  of  ATB's  Tregor 
memoranduiii,  because  of  the  inplications  of  the  Tregor  decision, 
sstinated  at  about  $130  million  in  refundable  taxes. 

As  for  the  mandate  of  the  new  Office  of  Property  Equalization 
to  design  an  equalization  plan  meeting  the  revaluation  requirements 
of  the  State  Department  of  Revenue,  the  target  date  for  submission 
of  such  plan  was  January  1,  1979.  '/1th  the  technical  assistance  of 

a  consultant  firm  and  through  full-time  staff  hired  under  a  City 

17 
appropriation,   the  expectation  is  that  the  deadline  will  be  met 

and  that  implementation  of  the  plan  will  enable  the  City  to  conply 
with  provisions  of  the  classification  "shelf"  statute  that  equaliza- 
tion within  classes  precede  classification.  Preliminary  estimates 
are  that  the  revaluation  methodology  being  recommended  in  the  plan 
submitted  to  the  state — replacement  cost  less  depreciation  and 
sales  data  for  keeping  the  estimates  up  to  date — will  take  some 
three  years  and  cost  an  estimated  $7-5  million  to  carry  out. 
Tax  Incentives  for  Developmient 

The  most  vadely  used  and  useful  available  tax  incentive  for 
development  in  Boston  continues  to  be  the  so-called  Chapter  12LA. 
limited  dividend  corporate  mechanism..  As  described  in  prior  Project 


16.  See  p.  l8  -  22,  "Final  f-bnitor  Report",  for  background  on 
Vfeymouth  and  Tregor  cases. 

17.  Ibid,  p.  22-23. 
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I^fonitor  reports,  bhis  provides  exernptions  from  property  taxes  and 
corporate  excise  taxes    for  corporations  that  liiriit  their  net 
income  to  8  percent*  they  are  subject  to  prescribed  in  lieu  tax 
paj^inents  and  excise  taxes.    Because  they  provide  tax  certainty 
and  flexibility  during  the  developmental  period,  they  remain 
reasonably  attractive  although  the  ecjaivalent  ta:<  levels  are  higher 
than  for  similar  new  construction  in  -ost  other  cities.  The  BRA 
has  under  study  alternatives  to  the -121A  limited  dividend  tax 
incentive,  particularly  for  comnercial  developments  and  speciail- 
purpose  developments  such  as  hotels.  Ma.jor  attention  is  being  given 
to  incentives  under  existing  state  lav/s,  especially  the  Urban  Job 

Incentive  Program  enacted  in  1970  and  amended  in  1978  to  cover 

19 
commercial  develooment.  Also  under  consideration  are  incentives 


13,   See  "Second  Project  I-bnitor  Recort",  p.  14-13;  Third  Project 

Itonitor  xReport",  p.  21-22,  and  "Final  Fonitor  Report",  p.  3^-37. 

19.   Chapter  848,  Acts  and  Resolves  of  1970,  amended  by  Chapter  499, 

Acts  and  Resolves  of  1978,  designed  to  assist  urban  revitalization 
through  an  urban  job  incentive  program.  'The  development  incentive 
is  a  tax  credit  available  to  an  eligible  corporation  against  its 
so-called  corporate  excise  tax.  Tne  amount  of  tax  credit  is  equal 
to  the  "equalized  tax  rate  differential"  multiplied  by  the  assessed 
valuation  of  the  real  estate  ovmed  or  leased  by  the  eligible 
corporation  divided  by  $1000.  The  "equalized  tax  rate"  differential 
is  the  am.ount  by  which  the  equalized  tax  rate  of  a  municipality 
exceeds  the  average  equalized  tax  rate  of  the  state.  In  addition, 
an  eligible  corporation  may  deduct,  in  determining  net  income 
subject  to  its  state  business  corporation  taxes,  an  amount  equal 
to  25  percent  of  the  compensation  paid  to  persons  living  in  a 
eligible  area  of  substantial  poverty  and  employed  in  such  eligible 
facility. 

The  1978  amendment  added  "commercial  center  revitalization  districts" 
as  an  eligible  area  of  substantial  poverty  and  made  businesses 
located  in  such  districts  eligible  for  authorized  tax  incentives. 
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available  under  the  Massachusetts  Capital  Resource  Conpany  (I'lCRC)  through 
vjhich  dcnestic  life  insurance  coirpanies  have  established  a  3100  million  f\ind 
to  under-write  loans  for  fim  location/expansion  within  r^assachusetts.^° 
Tax  Policy  Strategges 

A  central  thrust  of  Phase  II,  of  course,  is  continuing  analysis  of 
alternative  tax  reform  proposals  —  (1)  state  revenue  surplus  dis- 
tribution and  expanded  state  revenue  sharing,  thereby  building  on  the 
short-term  property  tax  relief  enacted  in  1978;  (2)  broaderung  the 
state  sales  tax  base  and  earmarking  half  the  increase  in  yield  to 
financial  assistance  to  cities  and  tov/ns;  and  (3)  a  property  tax 
limit-property  tax  reduction  package  under  v;hiich  the  property  tax 
levy  would  be  reduced  over  a  seven-year  period  by  10  percent  each 
year  until  it  were  no  hi^er  than  2-1/2  percent  of  market  value, 
with  50  percent  of  the  growth  in  state  revenue  being  earmarked  for 
cities  and  tovms.  To  expedite  reaching  this  tax  limit  goal  on  a 
gradual  basis ,  several  expense-lid  tactics  have  been  included — the 
elimination  of  school  committee  fiscal  autonomy,  the  elimination 
of  binding  arbitration  for  uniformed  police  and  fire  salaries  and  ending 
state  funding  of  mandated  municipal  programs. 

Primary  analytical  attention  of  the  tax  policy  project,  however, 
focuses  on  the  property  tax  plan  proposed  by  the  newly-elected 
Governor  of  the  Commonwealth,  the  center-piece  of  which  is  a  $500 
million  statev.'-lde  rollback  of  property  tax  'evles  during  the  I98O  fiscal 


20.  Under  tliis  legislation( Chapter  816,  Acts  and  Resolves  of  1977),  in 
return  for  gradual  reduction  of  their  net  investment  income  tax  from 
^5%   for  1977  to  145J  in  I983,  the  insurance  companies  are  committed  to 
making  an  aggre^te  cumulative  investment  in  the  Capital  Resource 
Company  of  at  least  $100  million.  Since  the  spring  of  1973  this 
private  venture  capital  partnership  has  made  loans  to  13  Massachusetts 
companies  amounting  to  over  $10  million  and  maintaining/creating  over 
1400  jobs. 
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year.  As  spelled  ouc  in  a  news  release  of  Novornber  3,  1975,  it  calls 
for 

1.  An  increase  in  state  aid  by  3375  rrillion  tlirou^  legislation 
requiring  the  return  of  such  additional  assistance  to  property  tax- 
payers . 

2.  A  ban  on  nev/  state-mandated  prograiTis. 

3-  A  limitation  of  3  percent  for  g^o^^rt:h  in  variable  expense 
items  of  the  state  budget. 

4.  Reducing  state  appropriations  in  accordance  with  the 

3  percent  limitation  by  implementing  better  management  practices 
recommended  by  the  Governor's  T'lanagenent  l^sk  Force;  by  reducing 

fraud,  overpayment  error  and  abuse  by  both  vendors  and  clients  in 

public  welfare  and  medical  assistance  programs  and  in  use  of 

consultant  services;  and  by  imposing  partial  "nc-hire,  no- fire" 

personnel  policy. 

5.  itop lying  a  property  tax  levy  limitation  on  I-Iassachusetts  cities 
and  towns  restricting  property  tax  levies  for  fiscal  '30  to  actual 
property  tax  collections  in  the  prior  year. 

6.  Applying  a  county  budget  limitation  for  fiscal  '30  to  prior- 

21 
year  budget  levels. 

Not  included  above  but  subsequently  added  as  an  explanation 

of  the  source  for  the  remaining  $125  million  of  the  $500  million 

reduction  was  the  assumption  that  normal  grovrth  in  municipal  property 

tax  bases  would  yield  the  additional  $125  million  required  for  the 

recommended  total  property  ta:^  reduction. 


21.   Press  Release,  Committee  to  Elect  Eav.;ard  J.  .Cing,  50  Federal  St., 
joston,  I-TA. 
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Introducticn 

This  monitoring  report,  covering  the  second  segment  of  Phase  II 
of  the  tax  policy  analysis  and  planning  study,  represents  a  review 
of  project  activities  undertaken  during  the  period  from  Novernber  15 j 
1978  to  February  14,  1979 . 

Ihe  following  errata  should  be  noted  in  the  First  ^'bnitor  Report 
(December,  1978): 

1.  Delete  last  sentence  on  page  3  and  substitute  therefor  the 

following  sentence:  " classification  can  result  in  a  v/idespread 

sharing  of  tax  reductions,  v;hile  100  percant  tends  to  concentrate 
benefits  in  business  and  utility  tax  bills". 

2.  Delete  the  vrord,  "50",  on  line  10  of  page  4  and  substitute 
therefor  the  v;ord,  "30". 

3.  Insert  on  line  17  of  page  4  after  the  word,  "txhat",  the 
following  phrase, "during  the  first  year,  with  the  inclusion  of  an 
Inflation  factor," 

4.  Delete  on  the  first  line  of  page  7  the  word,  "from",  and 
substitute  therefor  the  word,  "to". 

5-   Delete  on  line  2  of  page  7  the  first  word,  "to",  and  sub- 
stitute therefor  the  vrord,  "from". 

6.  In  line  13  of  page  14,  insert  the  v/ord,  "teirporarily", 
before  the  v/ord  "averted". 

7.  Delete  the  word,  "ending",  on  line  13  of  page  17- 
Peer  Group  Re^/iev/ 

The  F^nagement,  Finance,  and  Personnel  Task  Force  of  the  urban 
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Consortiuri/Public,  Inc.  conducted  its  first  review  of  Phase  II  of 
the  tax  policy  analysis  and  planning  project  en  November  30- 
December  1,  1978.  "embers  of  the  three-person  team  that  made  the 
two-day  visit  transmitted  individual  reviev/  reports  to  the  project 
director.  Below  a2re  principal  commants,  suggestions  and  questions 
from  each  of  these  reports: 

Peterson — 

I  was  much  impressed  ivith  the  caliber  of  the  research,  and 

the  connection  it  h^s  to  the  policyraicing  process.  Your  analysis  on 
behalf  of  the  classification  amendment  is  a  model  of  research  in 
support  of  policy  choices. 

Boston's  assessment  accuracy  is  the  poorest  of  any  major  city 
in  the  country.  Nov/  that  the  City  must  move  toward  full- value  assess- 
ment, I  would  think  that  there  would  be  a  severe  need  for  analytical 
support  from  your  group  in  Lmprovixig  assessment  perfonnance. 

1  was  disappointed  to  learn  that  the  City  proposes  to  adopt 

a  replacement  cost  minus  deprecication  method  of  assessment . 

I  did  not  understand  the  reasons  adduced  for  preferring  the 

cost  replacement  minus  depreciation  approach.  Even  if  the  decision 
now  has  been  made  to  go  for^/ard  with  the  cost  method,  I  vrould  hope 
th^at  your  group  could  provide  analytical  support  that  would: 

(a)  produce  reliable,  cost-efficient  methods  for 
estimating  loss  of  value  due  to  building 
obsolescence 

(b)  produce  reliable,  cost-efficient  methods  for 
estimating  the  land  component  of  total  value 

(c)  develop  methods  for  regularly  checking  assess- 
ment accuracy  against  neighJDorhood  assessment- 
sales  ratios. 


George  E.  Petersen,  Director,  p-ublic  Finance  Group,  Ihe  Urban 
Institute,  ^'.^sh. ,  D.C.;  Thomas  R.  Kershner,  Research  Director, 
Teirporar^y  State  Conrnission  on  the  Real  Property  Tax,  State  of  U.Y. 
Robert  V.  Cov/an,  Jr.,  Director  of  Finance,  Seattle  City  Light  Co. 
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Given  the  continuing  fiscal  pressure  on  the  City,  I  vrould 
think  you  would  want  to  turn  some  of  your  analytical  power  to 
examination  of  costs  that  are  under  City  control.  The  future  dimen- 
sions of  pension  costs,  given  current  funding  methods,  are  one  case 

in  point. 

There  are  other  opportunities,  for  this  kind  of  analysis 

in  support  of  management  alternatives a  tracking  of  the  City '  s 

enployment  structure,  by  age  and  e:roeGted  retiremient  date,  would  give 
some  idea  of  the  flexibility  that  exists  in  the  labor  force. 

Overall,  it  was  my  impression  that  most  of  the  present  re- 
search effort  is  being  directed  to  support  better-informed  lobbying 
before  the  state  legislature.  Although  I  vrould  not  minimize  the 
importance  of  this  effort,  the  very  excellent  track  record  of  your  group 
has  compiled  can  also  be  applied  to  budget  and  tajc  natters  under  City 
control. 

Kershner — 

The  Boston  Redevelopment  Authority  has  assembled  an  able,  pro- 
fessional, dedicated  and  highly  capable  staff  for  this  work,  supple- 
miented  by  academic  consultants,  judiciously  with  the  result  that  you 
and  your  colleagues  have  been  able  to  provide  Boston  with  carefully 
researched,  •■;ell  articulated  tax  policy  strategies 

It  would  be  important  for  Boston.... to  be  able  to  negotiate 

in  lieu-payments  from not-for-profit  organizations,  and  other  tax 

exenpt  properties are  T-^assachusetts  cities  contemplating  asking 

the  Commonwealth  to  fund  sen/ice-charge  paj^Trants  for  tax^exerrpt  pro- 
perties, from  broad-based,  state  revenues,  v.'ith  payment  going  directly 
to  the  local  jurisdictions? 

Boston's  classification  strategy  has  been  designed  to  hold 

harmless  the  property  tax  burden  of  residential  taxpayers,  on  average.... 
the  potential  difficulty  with  this  strategy  lies  in  the  real  danger 
that  false  expectations  concerning  the  impact  of  revaluation  may  have 
been  raised. many  assessments  (and  tax  bills) vri.ll  rise  signifi- 
cantly following  full  value  reassessment.  The  question  is,  vri.ll  thjLs 
further  impede  equalization? 

a  persuasive  rationale  for  reassessing  residential  property 

on  a  cost  basis  has  not  been  articulated. . . .Boston  vri.ll  face  very  con- 
siderable data  colleccion,  data  processing  and  cost/depreciation 
estimating  difficulties  if  this  approach  is  adopted. 

Tb  v;hat  extent  v/ill  the  assessment  function  be  administered  by 
professional,  qualified,  vrell-trained ,  and  I-cnov/ledgeable  full-tirr.e 
assessors? 

....I  sensed  a  general  concern  on  the  part  of  the  peer  reviev;  team 
that  the  projected  timetable  should  be  accelerated,  perhsDs  significantly. 


V/hat  vri.ll  be  the  legal  status  after  10C5J  revaluation  of  txhe  ta:< 
letters  I'^assachusetts  cities  have  issued  to  new  and/or  renovated 
coramsrcial  and  industrial  buildings. 

Cowan — 

Overall,  the  project  is  progressing  towards  its  objectives. 

7ne  analytical  techniques  developed  by  staff  are  inpressive  in 

their  concept  and  use  and  do  promise  sor::e  level  of  transferability  to 
other  Jurisdictions.  This  is  particularly  true  for  the  tax  capitaliza- 
tion work  and  the  work  done  on  downto'.vn  comrercial  properties. 

The  level  of  professionalism  on  the  part  of  assigned  staff  and 
the  high  level  conmitment  by  City  officials  to  the  success  of  the 
project  continues  at  the  same  high  standards  set  in  the  first  Review. 

The  staff  of  the  Project  Tfeam  appears  to  recognize  both  the  value 
and  the  potential  impact  of  their  work,  v/hile  at  the  same  time 
recognizing  that  the  politics  of  tax  reform,  in  all  environments,  make 
progress  appear  slow  in  incorporating  ~he  results  of  the  work  into  the 
political  pirocess. 

A  specific  area  of  concern  has  been  expressed  tir.e  and  tlir^e   again 
about  the  City's  approach  and  to  do  more  than  simply  restate  th.at 
concern  seer^s  to  have  little  probability  of  any  significant  Lnpact. 
The  City's  assessment  practices  and  procedures  are  disastrous,  and 
over  the  eighteen  months  of  Peer  Reviev;  no  discernible  progress  h.as 
been  made.  In  fact,  to  this  observer  it  appears  that  novi   that  classi- 
fication has  passed,  the  City  is  looking  for  another  excuse  to  not 
"bite--he-cullet"  and  it  has  found  that  excuse  under  the  guise  of 
"tax  reform".  It  should  be  a  subject  of  considerable  interest  to  see 
v/hat  excuse  v;ill  be  developed  once  tax  reform  is  achieved.  The  Peer 
Review  Group  is  fully  aware  of  the  fact  that  there  are  political 

risks  to  assessment  reform  -  but if  the  City  fails  to  make 

significant  reform  in  its  assessment  practices,  then  one  interpretation 
of  the  study  is  that  it  was  the  vehicle  to  validate  the  status  quo. 

Tr^t  Judgment  is  perhaps  too  harsh.  The  fact  that  the  City  has 
entered  into  consultant  contracts  to  acquire  assistance  in  establishing 

modem  assessment  practices  is  a  positive  step hcv/ever,  the 

results  of  the  vrork,  for  commercial/industrial  properties,  is  not 
encouraging.  Use  of  the  cost  approach  to  assessment  is  a  most 
difficult  one  to  effectively  implement  and  given  the  vri.de  experience 
in  other  Jurisdictions  in  implementing  assessment  practices  based  on 
conparable  sales,  eve.n  '.ri.th  few  sales  in  a  given  period,  the  Peer 
Group  s'ugges-ed  thiat  the  cost  approach  be  reexamined  to  determine  its 
usefulness  and  applicability. 
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Finally,  I  encourage  T;he  City  ro  continue  and  expand  its  analysis 
of  the  feasibility  of  local  option  revenue  aluematives  to  enhance  the 
prospects  for  tax  reform.  Recent  developments  at  the  national  level 
and  the  e:cperience  of  many  large  urban  areas  show  the  dangers  of  heavy 
reliance  on  revenue  sources  controlled  by  other  levels  of  government. 
Local  control  is  the  best  g'uarantee  of  avoiding  the  vagaries  of 
politics  at  those  levels. 

Office  Tenant  Sur^/ey 

Completion  of  the  Office  Industry  Surv^ey,  Part  II:  An  Analysis 

of  Office  Tenant  Responses,"  a  collateral  research  effort  to  the  tax 

policy  project,  represents  the  m.ost  intensive  recent  analysis  of  the 

city's  largest  and  most  expensive  category  of  real  property  in  its 

tax  base — do^vTlto'.^m  office  buildings.  Ccmplem.enting  Part  I,  which 

provided  an  inventory  and  findings  of  a  manager/oivner  sur^/ey  for 

106  downtovm  Boston  office  buildings,  Part  II  is  an  an'alysis  of  1977 

and  early  1978  responses  from  representatives  of  493  firm^  (companies, 

clinics,  schools,  public  and  private  organizauions ,  etc.)  located  in 

the  originally  surveyed  buildings  and  an  updating  and  revision  of  the 

information  in  the  Part  I  report.  Of  particular  interest  for  the  tax 

3 
policy  analysis  and  plarjiing  project,  is  the  report  summary  and  its 

chapter  (Chapter  VII)  on  Rent,  Operating  Costs,  Real  Estate  Tax."' 


2.  Michael  Matrullo,  Boston  Redevelopm.e.nt  Authority,  Feb.  1979,  78  pp. 
The  office  tenant  survey  covered  about  3-7  million  square  feet  of 
office  space,  accounting  for  about  9-1/2  percent  of  the  total  down- 
tc'/m  conpetitive  office  space.  The  office  tenant  sample  was 
representative  of  office  space  by  class  and  by  market  area.  Since 
the  Class  C  office  tenant  category  did  not  mieet  its  sainple  quota, 
all  data  were  v/eighted  by  class  to  ass-are  valid  results. 

3-  Ibid,  p.  1-6. 

4.  Ibid,  p.  -jl-S^. 


since  i960,  some  15-1/2  million  gross  square  feet  of  office  space 
have  either  been  constructed  or  converted  from  other  uses  in  do^/vntown 
Boston.  As  a  result,  40  percent  of  all  conpetitive  office  space 
(privately  ovmed  and  operated  office  space  available  for  lease  to  the 
public)  in  do-kmtown  Boston  is  in  the  forrr:  of  new,  so-called  Class  A 
office  buildings.  Acconpanying  this  real  estate  growth  is  the  addition 
since  1966  of  over  40,300  jobs,  an  emplovTant  increase  of  28  percent 
or  an  average  of  2.5  percent  per  year,  generated  mainly  through  the 
expansion  of  e:d.sting  downto;vn  firms.  According  to  the  office  tenants 
survey,  enployers  in  dov/ntown  Boston  predict  an  increase  by  I983  of 
15,610  jobs,  an  average  annual  increase  of  1.6  percent,  most  of  the 
expansion  continuing  to  be  by  professional  and  business  ser'/ice 
conpanies,  finance,  insurance  and  real  estate  firms. 

With  this  estimated  increase  in  dov;-ntGv.'n  office  employment,  the 
expectation  is  that  Boston  will  maintain  a  healthy  rate  of  office 
space  absorption  into  the  next  decade.  According  to  office  tenant 
survey  responses,  downtown  Boston  firms  '.-n-ll  absorb  about  600,000  gross 
square  feet  a  year  during  the  1978-82  period,  thereby  filling  up  close 
to  2.5  million  square  feet  of  the  3-4  million  square  feet  ■'/acant  space 
in  1978  (9%   of  total  available  office  space).  Tnis  anticipated  rate 
of  office  space  absorption  and  evidence  of  a  limited  number  of  new 
office  building  starts  anticipated  in  the  near  future  indicate  that  there 
is  likely  to  be  "considerable  interest  in  upgradir^g  older  commercial 
buildings  in  the  dcvntc-.-.n". 

5 .  Ibid ,  p .  3  • 


Current  average  rents  (for  Novernber,  1973)  in  do^^jntc^'m  office 
buildings,  reflecting  tightening  office  space  rrarkets  and  inflationary 
trends,  are  as  follows:  Class  A  -  $12Ji9  per  square  foot;  Class  3  - 
$11.14  per  square  foot;  Class  C  -  06.87  per  square  foot.  In  sorre 
Class  A  buildings,  rents  are  close  to  $17  per  square  foot.  From  the 
Spring  of  1977  to  Noveirber,  1978,  average  rents  in  office  buildings 
have  Lncreased  within  a  range  of  23  percent  to  82  percent,  T.vith 
Class  3  buildings  shov/ing  the  greatest  rent  rise.  "Tnis  increase 
further  illustrates  the  effects  of  a  tightening  office  space  rrarket  v.^here 
tenants  unable  .to  locate  adequate  Class  A  space,  are  opting  for  re- 
habilitated space  in  oder  buildings.  This  trend  will  filter  dcvm  to 
Class  C  space  and  will  continue  until  new  space  enters' the  irarket." 
Since  about  10  percent  of  Class  C  space  is  not  as  convertible  to  modem 
use  as  are  larger  Class  B  buildings ,  however,  thJ.s  proportion  of 
Class  C  space  is  likely  to  remain  vacant  well  into  the  ne:ct  decade. 

The  office  tenant  sur'/ey  identified  the  follovrmg  areas  of  do'.^n-l- 
town  Boston  as  having  tihe  greatest  potential  for  future  development  — 
the  Broad  Street  area,  the  Waterfront,  and  the  South  Station  area. 
Proximity  to  clients  and  supportive  businesses,  convenience  to  rapid 
transit  lines  and  attractive  environment/positive  image  were  considered 
the  L'q^ortant  factors  In  coming  to  these  conclusions. 

.'■lore  reliable  data  on  office  b^uilding  real  estate  taxes  than  were 

6,  Ibid,  p.  ^. 


available  in  the  interim  survey  shov/ed  that  such  tsixes,  as  a  percentage 
of  vacancy  adjusted  rent  (average  rent  rrultiplied  by  vacancy  rate  for 

a  given  class  and  subtracting  the  product  from  rent  level),  were  as 

7 
follows : 


Office  Building  Category 

Real  Estate 
Tax (10/78)* 
$2.50 

Real  Estate  Tax  as 
%   of  Vacancy 
Adjusted  Rent 

Class  A 

.24 

Class  3 

2.13 

.22 

Class  C 

1.76 

•  31 

*Per  square  foot  per  year. 
Boston's  Capital  Reo.uirements  and  Public  Financing  Prospectives 

The  first  ph^se  of  a  conprehensive  study  of  public  sector  invest- 
rr.ents  in  Boston's  physical  infrastructure,,  v/hich  also  assessed  the 
conditions  of  the  City's  physical  plant  and  requirensnts  for  its 
upgrading,  described  the  scope  and  scale  of  public  capital  expenditures 
.rnade  over  the  1962-77  period.  It  also  provided  a  tentative  projection 
of  the  financing  needs  for  capital  facilities  over  the  next  five 
years. 

o 

Phase  II  of  this  study  is  a  detailed  analysis  of  current  capital 
requirements  of  public  physical  facilities  located  within  the  City  of 
Boston  and  of  capital  needs  that  will  face  the  City  over  the  next  five 
years.  It  also  probes  the  adequacy  of  proposed  public  financing  plans 
for  delivering  the  capital  facilities.  Tne  principal  conclusions  of 


7.  Ibid,  Table  Rl,  ?.  52. 

3.  See  "First;  Xcnitor  Report,  Phase  11",  Dec.  1978,  p.  11-13. 
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o 
Phase  II  are  sionarized  belov;:-' 

1.  Sone  City  officials  express  concern  over  the  inadequate 
attention  to  maintenance,  an  unbalance  in  funding  allocation  that 
accelerates  the  deterioration  of  capital  facilities.  They  warn  that 
while  the  proposed  plans  for  infrastr'jcture  iray  be  realized,  chronic 
budgeting  problems  may  mean  typical  maintenance  neglect  of  the  new 
facilities  in  future  years,  thereby  continuing  the  cycle. 

2.  While  "special  purpose"  public  entities  have  helped  fulfill 
many  of  the  City's  infrastructure  requirements,  they  also  ha.ve  certain 
ne^tive  trade-offs.  Not  only  do  they  reduce  the  flexibility, 
authority  and  overall  effectiveness  of  general-purpose  governments 
serving  the  same  populations ,  but  they  have  had  recent'  difficulties  in 
raising  funds  in  the  bond  market. 

3-  The  expanding  Federal  role  in  financing  the  City's  capital 
facilities,  accounting  for  almost  one-third  of  all  public  sector 
financing  during  the  1962-77  period,  '-dJ.1  likely  increase  even  further 
v;ithin  certain  major  categories  over  the  next  five  years,  thereby 
easing  the  pressures  on  the  City  and  State  for  financing  capital  needs. 

4.  The  City's  expenditures  for  streets,  highways  and  related 
facilities  are  expected  to  increase  from  an  average  $4  million  a  year 
to  about  $10  million  a  year,  thereby  reducing  the  replacement  cycle 


9.  From  Chester  Johnson,  "Capital  Requirements  of  Boston  Infrastructure 
and  Proposed  Financing  by  the  Public  Sector:  Prospective  Five- 
Year  Period",  Dec.  26,  1978,  57  pp. 
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for  such  purposes  from  its  current  150-year  level;  but  even  this 
improvement  rray  still  not  be  enou^  to  convert  the  City  to  a  sound 
rehabilitation  program  for  City  streets  and  sidewalks. 

5.  Despite  the  material  significance  of  seaport  activities, 
there  is  limited  Federal  financial  assistance  available  for  seaport 
development . 

5.  The  large-scale  capital  improvements  program  for  mass  transit 
initiated  \-rLth   substantial  Federal  assistance  in  the  late  sixties 
will  be  further  expanded  through  an  expenditure  by  the  Fassachusetts 
Bay  Transportation  Authority  (r^ETA)  of  about  $2  billion  over  the  next 
five  years.  The  m^'or  goals  of  this  phase  v;ill  be  the  replacement  of 
all  rapid  transit  cars  and  half  i;he  existing  commuter  vehicles.  About 
80  percent  of  capital  project  costs  v.'ill  come  from  Federal  funds;  the 
remainder  from  the  sale  of  f'BTA  bonds. 

■7.  Despite  the  substantial  Federal  proportions  for  future  capital 
expenditures,  particularly  mass  transit  and  sev;er  facilities,  the 
Commonwealth  '.'dll  be  required  to  issue  relatively  large  blocs  of 
State-supported  bonds  as  the  State's  share  of  total  costs.  This  in- 
crease in  State  indebtedness  could  adversely  affect  the  Ccmmonvrealth '  s 
capacity  for  long-term  financing,  as  demonstrated  by  the  credit  crisis 
of  the  mid-seventies. 

J.  With  the  State  and  Federal  governments  bearing  much  of  the 
financing  responsibility  for  the  capital  priorities  of  the  next  five 
years — mass  transit,  sewers,  bridges,  etc. — the  City  of  Boston  is  not 
likely  to  incur  onerous  debt  management  orcblems  as  in  the  oast  five 
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years.  Recent  signs,  however,  that  the  national  govemirsnt  may 
restrict  the  scale  of  certain  capital  prograns  could  require  greater 
financial  participation  by  municipal  governments. 

9-  Tne   tetrcpolitan  District  Commission  (i€)C),  the  Boston  Water 
and  Sewer  Commission  (HiSC),  the  Coramonv/ealth  and  the  Federal 
Environmental  Protection  Agency  have  failed  to  reach  an  agreement  on 
a  final  solution  for  the  sewage  problem  in  metropolitan  Boston.  The 
marginal  abilities  of  the  MDC  and  BV/SC  to  incur  sizeable  amounts  of 
additional  debt  cast  doubt  on  their  financial  participation  in 
expensive  projects  for  resolving  the  problem. 

10.  The  $25  million  that  the  City  e:<pects  to  spend  over  the  next 
five  years  on  rehabilitation  and  replacerrant  of  200-odd  municipal 
buildings  "appears  to  be  modest  in  light  of  the  ages  (average  age  - 
51  years)  and  general  physical  condition  of  most  municipal  buildings. 
Equalization  Planning  Progress 

As  predicted  in  the  "First  P^nitor  Report"  ,  the  City's  Office 
of  Property  Equalization  (OPE)  submitted  to  the  State  Departnsnt  of 
Revenue  its  so-called  Faster  Plan  for  Equalization.  Consisting  of 
three  volumes  prepared  '.cLth  the  consultant  assistance  of  Joseph  E.  Hunt 
and  Co . ,  these  reports  represent  the  final  outputs  of  a  six-month 
equalization  planning  process.  They  include  an  introductory  report 


„10 


10.  Ibid,  p.  17. 

11.  See  p.  15,  "First  Monitor  Report,  Phase  II",  Dec.  1973. 
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ccntaining  the  principal  conclusions  of  the  planning  process,  back- 
ground data  about  the  City,  its  population,  physical  development 
trends,  revenue  structure;  a  description  of  responsibilities  and 
activities  of  the  City's  Assessing  Departirent;  an  analysis  of  optional 
approaches  for  planrJjig  and  conducting  a  revaluation  in  Boston;  v;ork 
to  date  of  the  Office  of  Property  Equalization;  a  description  of  a 
proposal  submitted  to  the  U.S.  Departirent  of  Housing  and  Urban 
Development  for  an  automated  model  land  title  recording  system  and 
OPE's  involvement  therein;  a  summary  of  OPE's  plans  for  re^'/iew  and 
analysis  of  the  City's  mapping  and  parcel  identification  capabilities; 
and  OPE's  plans  for  the  valuation  of  personal  property. 

Boston's  Master  Plan  for  Equalization  is  based  on  the  following 
assuirotions : 

1.  An  immediate  study  of  the  City's  tax  maps,  to  raaice  them 
adaptable  to  the  requirem.ents  of  a  computer  assisted  mass  appraisal 
system,  including  a  re-n'ombering  of  property  parcels. 

2.  Continuation  of  the  Assessing  Cepartment's  Personal  Property 
Unit,  i'd.th  adoption  of  a  market-based  cost  approach  as  valuation 
methodology . 

3.  Adoption  of  market-based  cost  approach  as  principal  valuation 
methodology  for  assessment  of  improver.ents  to  real  property. 

4.  .Adoption  of  income  capitalization  and  multiple  regression 
analysis  as  supplementary  valuation  methcdolcgies  for  assessment  of 
b'oildings . 

5.  EsrablishTent  of  a  land  valuation  -unit  for  assessment/ 
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maintenance  of  land  values  in  one  central  location. 

S.  Lnitiation  of  a  data  collection  process  to  inventory  and 
measure  all  data  required  for  valuation  purposes,  including  on- 
site  inspection  of  every  real  estate  parcel. 

7.  Establislnment  of  a  computerized  capacity  and  system  to 
produce  valuations  at  end  of  data  collection  process. 

3.  Assignment  of  entire  equalization  task  to  Office  of  Property 
Equalization  working  in  close  cooperation  with  the  City's  Assessing 
Department  and  using  consultant  services  sporadically  where  unique 
expertise  i:j  not  required  on  a  full-iime  basis. 

A  second  volume  submitted  to  the  State  Department  of  Revenue  is 

12 
entitled,  "A  User's  iV^anual  for  the  Equalization  of  Boston  Assessm^ents." 

Designed  to  guide  the  implementation  of  a  computer  assisted  mass 

appraisal  system,  this  volume  is  the  equivalent  of  a  valuation  and 

administration  manual  for  use  by  administrative,  supervisory  and  field 

staff.  3elow  is  a  summary  of  the  principal  chapters  in  this  volume: 

Chapter  I,  Valuation  Models — contains  detailed  information  en 

the  appraisal  of  real  estate,  including  methods  of  application  and 

techjiiques  for  automation.  It  includes  data  on  the  following  issues: 

Cost  Approach  to  Value,  Land  Valuation,  Market  Approach  to  Value, 

Incom,e  Approach  to  Value,  Incomxe  Approach  to  Value  and  Perfoirrance 

Analysis. 


12.  Prepared  for  the  Office  of  Property  Equalization,  City  of  Boston, 
by  Joseph  E.  H'ont  i  Co. ,  Inc.,  Jan.  1979,  3^3  PP- 


i 


-14- 


Chapter  II,  Data  Base  Design  —  presents  a  description  of  115  data 
base  items  classified  according  to  residential  property,  comnercial 
property  and  sales  analysis  file. 

Chapter  III,  Autoinated  Systems  Design  —  describes  framework 
required  for  automated  system  development  phase;  autonated  system 
requiremients ;  and  alternatives  for  system  design. 

Chapter  IV,  Data  Collection  —  presents  a  detailed  description 
of  data  collection  activities — neighborhood  delineation,  field  operations, 
quality  control  and  implementation  flov/. 

Cnapter  V,  System  Itesting  —  includes  a  description  of  staff 
requirements,  field  data  collection  methods  on  randomly  selected  pro- 
perties, and  program  testing  prior  to  full  implementation. 

Chapter  VI,  Administration  —  shows  equalization  systemiS  as 
orderly  vrork  flcv/s,  identifying  work  models  and  indicating  admini- 
strative requirements  for  operating  an  ongoing  system- 

The  third  volume  of  the  Master  Plan  is  essentially  a  technical 
addendum  to  volume  II,  indicating  mapping  specifications,  neighborhood 
delineation  and  requirements  for  equipment,  assessment  library,  si^Dplies 
and  forms. 

3elov/  is  the  proposed  time  corrpletion  estimates  for  each  major 
function  in  the  equalization  process.  OPE  estimated  that  the  minimum 
time  to  complete  equalization  is  36  months  from  the  date  of  approval 
of  the  Faster  Plan  by  the  State  Department  of  Revenue. 
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1...  Conputer  prograinming  -  21  months 

2.  Mapping  -  24  months 

3-  Personal  property  -  30  months 

4.  Data  collection  -  24  months 

5.  System  testing  (Phase  I)  -  12  months 

6.  System  testing  (Fnase  II)  -  12  months 

7.  QDdating  -  to  begin  simultaneously  with  data  collection 

and  continue  as  permanent  function  of  Assessing 
Department 

Revenue/Expenditure  Patterns  and  Trends ,  Cities  and  To\'ms 
of  Massachusetts 

The  follov;ing  findings  and  conclusions  came  from  an  analysis 

of  fiscal  patterns  and  trends  for  the  351  flassachusetts  cities  and 

1-3 
towns  based  on  a  group  of  selected  background  tables  : 

1.  From  1967  to  1976,  actual  municipal  e.^penditures  increased 
at  an  average  annual  rate  of  9-4  percent j  as  corrpared  with  an  annual 
average  of  6.0  percent  during  the  period  from  1955—57;  in  real  terms, 
(constant  1978  dollars),  however,  the  average  annual  rise  was  1,9 
percent,  as  compared  with  2.4  percent  from  1955-67. 

2.  Prom  1976  to  1979,  actual  municipal  e:roenditures  increased 
at  an  avera^  annual  rate  of  6.4  percent;  in  real  terms  (constant 
1978  dollars),  however,  municipal  expenditures  decreased  by  an  annual 
average  rate  of  1.1  percent. 

3.  During  each  of  the  two  most  recent  fiscal  years,  the  avera^ 
annual  increase  in  municipal  expenditures  was  approximately  6  percent; 


13.  Jason  Kelly,  "Revenue  and  Expenditure  Patterns  of  Fassachusetts 
Cities  and  Towns;  Selected  Background  Tables",  Feb.  1979,  Tax 
Policy  Malvsis  and  Planning  Project,  Boston  Redevelopment 
Authority,  Research  Departm.ent,  Reviev/  Draft. 
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in  real  terms  (constant  dollars),  the  1977-78  change  was  equivalent 
to  a  decline  of  1.2  percent;  the  1978-79  change  represented  a  decrease 
of  2.7  percent. 

4.  I'flien  measured  against  personal  income  within  the  state, 
actual  municipal  expenditures  have  not  fluctuated  very  much  over  the 
past  quarter-century.  Ihey  ranged  from  a  low  of  8.3  percent  in 
1950  to  a  hi^  of  10.0  percent  in  1976;  the  most  recent  figure  (for 
1978)  wa^  9.0  percent.  EXiring  this  same  1950-78  period,  combined 

state  and  municipal  expenditures  ranged  from  a  low -of  8.3  percent  in  1950 
personal  income  to  a  peak  of  I9.O  percent  in  1977;  the  most  recent 
figure  (for  1978)  was  18.2  -percent. 

5.  On  a  per  capita  basis,  the  most  recent  (1978)  figures  indicate 
that  expenditures  for  all  cities  and  to^^ms  are  equivalent  to  $758 

per  capita,  or  9-4  percent  of  personal  income;  Boston's  per  capita 
figure  for  1978  was  $1,056  or  14.9  percent  of  personal  incom.e.  ^Alhen 
translated  into  deflated  1978  dollars,  however,  expenditures  per 
capita  for  the  351  cities  and  towns  during  the  past  12  years  show 
unusual  stability.  In  1979  they  were  estimated  at  $739,  below  the 
1977  peak  of  $767  and  slightly  above  the  1967  per  capita  figure  of 
$728.  Boston's  expenditures  per  capita  in  deflated  dollars  also  seem 
to  have  stabilized  during  this  sarre  period.  Ihey  were  estimated  at 
$1,020  in  1979,  as  contrasted  '.^.th  the  1972  peak  of  $1,215  and  the 
1977  per  capita  flgare   of  $1,079- 
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6.  There  are  wide  differences  in  municipal  expenditures  per 
capita  in  r-lassachusetts  as  between  tovms  and  cities  on  the  one  hand, 
as  among  smaller  and  larger  municipalities,  and  as  between  Boston 
and  all  other  municipalities.  In  1978,  for  exanple,  expenditures  of 
the  312  towns  were  calculated  at  8.3  percent  of  personal  income 
compared  with  10.6  percent  for  the  39  cities  and  14. 9  percent  for 
Boston.  VJhereas  expenditures  for  the  smallest  towns  (under  10,300 
in  population)  were  8.3  percent  of  personal  incone,  expenditures 
for  the  largest  cities  and  towns  (over  50,000  population)  'fieve   10.6 
percent  of  personal  incoire. 

7.  According  to  recent  trends,  total  municipal  revenues  have 
fallen  behind  changes  in  personal  income,  i^ereas  personal  incoirs 
grew  by  I8.3  percent  during  the  1976-78  period,  total  revenues  of 
cities  and  to;ms  increased  by  15- '^  percent  v*iile  state  taxes  rose  by 
21  percent. 

8.  There  are  considerable  differences  among  cities  and  to;^ms  in 
I4as3achusett3  in  several  measures  of  relative  wealth.  I^ereas  1978 
per  capita  income  for  all  cities  and  towns  is  $8,085,  the  Boston 
figure  is  $7,068.  The  figure  for  the  39  cities  is  $7,324,  -while  the 
312  tovflns  enjoy  $8,636  per  capita  income.  Equalized  values  per 
capita  show  similar  contrasts — a  1973  equalized  value  per  capita  of 
$11,851  for  all  351  cities  and  to^^m3  as  compared  vjith  $15,482  for 
the  312  towns  and  $8,l84  for  ttie  39  cities. 

9.  State  aid  to  cities  and  tcv/ns  in  .^ssachusetts  has  increased 
from  $639  million  in  1967  to  $1,463  million  in  1978,  or  by  over 
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130  percent.  But  v/hereas  state  aid  represented  46.6  percent  of 
total  state  expenditures  in  1967,  despite  the  impressive  inprovement 
over  the  next  decade,  state  aid  declined  to  27.'^  percent  of  state 
expenditures  as  the  rate  of  state  expenditures  for  all  purposes, 
which  quadr^jpled  during  this  period  (from  $1,372  million  to  $5,358 
million)  far  outstripped  allocations  for  state  aid  purposes. 

In  addition  to  continuing  analysis  of  municipal  expenditures, 
revenues  and  revenue  requirements  in  I'lassachusetts,  a  separate 
evaluation  is  underway  comparing  Boston's  expenditures  and  revenues 
with  those  of  other  large  cities.  Initial  outputs  from  this  effort, 
for  example,  show  Boston  as  ranicmg  fourth  in  the  1976-77  fiscal 
year  among  the  30  largest  cities  for  total  general  expenditures  per 
capita.  Boston's  figure  of  just  over  $1,200  per  capita  ranks  behind 
expenditure  totals  for  V/ashington,  D.C.,  Mew  York  City  and  Baltimore. 
Boston's  per  capita  property  taxes,  hov;ever,  are  approaching  $700, 
far  above  the  next  ranking  large  cities  of  New  York  (over  $400  per 
capita)  and  San  Francisco  (approaching  $400). 

Property  Tax  Limitations:  Governor's  Proposal  and  Impact  Analysis 
On  February  9,  1979,  the  Governor  announced  property  tax  and 
spending  limitation  proposals  as  the  first  of  a  t'-ra-part  program  for 
statewide  property  tax  i^lief .  The  proposed  limits  would  apply  to 
cities,  towns,  counties,  districts  and  regional  authorities  and  are 
for  the  1980  and  subsequent  fiscal  years.  According  to  these  limits, 
property  tax  levies  are  frozen  at  1979  fiscal  year  levels.  Such 
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limits  may  be  increased  only  by  the  following  amounts — increases,  in 
the  overlay  (reser^/e  for  tax  abatements)  over  1979  levels,  amounts 
to  cover  overlay  deficits,  shortfalls  in  estimated  receipts,  and 
allowances  for  uncollected  prior  year  property  taxes;  debt  service 
becoming  available  for  first  time;  Lncreases  in  pension  costs  over 
1979  levels;  federal  or  state  grant  local  matching  requirements 
becoming  payable  for  first  time;  increases  in  court-ordered  expendi- 
tures over  1979  levels;  increases  in  state/regional  ch-arges  and 
assessments  over  1979  levels;  amounts  approved  by  Local  Finance  Appeals 
Board  (new  agency).  Similarly,  the  1979  levy  limits  are  reduced  by 
the  following  decreases  over  1979  levels — in  the  overlay  reser'/e,  in 
overlay  deficit  requirements,  in  estimated  receipt  shortfalls,  in 
uncollected  prior  year  property  taxes,  in  debt  service,  in  pension 
costs,  in  federal  or  state  grant  local  matching  requirensnts ,  in 
court-ordered  expenditures  and  in  state/regional  charges  and  assess- 
ments. In  addition  for  I98O  and  subsequent  fiscal  years,  cities, 
towns  and  districts  th.at  levy  property  taxes  have  their  total 
appropriations  frozen  at  1979  levels,  with  the  follov/ing  authorized 
increases  in  such  limits — newly-payable  debt  service,  increased 
pension  costs,  newly-payable  federal  or  state  grant  local  matching 
requirements  and  amounts  approved  by  the  Local  Finance  Appeals  Board. 
Decreases  are  authorized  in  the  appropriations  limit  for  reduced 
debt  ser^/ice,  reduced  pension  costs  and  decreases  in  federal  or  state 
grant  local  matching  requirements. 

Enfcrcem.ent  of  the  proposed  i;a:c/spending  limits  is  assigned  to 
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the  State  Coirraissioner  of  Revenue,  who  determines  and  certifies  to 
local  chief  executives  the  applicable  levy  and  appropriation  limits. 
The  State  Coirmissioner  of  Revenue  also  must  approve  tax  rates  of 
cities  and  towns.  In  addition,  a  S-rr^mher  Local  Finance  Appeals 
Board,  consisting  of  thjree  state  officials  and  two  citizens  of  the 
state  experienced  in  municipal  finance  administration  and  appointed 
by  the  Govemorjis  authorized  to  approve  exceeding  of  tax  or 
appropriations  limits  upon  a  request  made  by  a  t;vo-thirds  vote  of 
the  local  governing  body.  This  Board  is  also  empowered  to  itipose 
conditions  on  cities  or  to'.vns  for  approved  limit  excesses  and  to 
prcmul^te  roles  and  regulations  prescribing  procedures  for  requesting 
increases  in  limits  and  the  specific  local  finance  conditions 
attendant  to  such  requests. 

RLnally,  v.lth  certain  exceptions — retirement  and  group  insurance  laws, 
contractual  or  civil  service  rights,  etc.,  —  any  city  or  town  that 
has  accepted  any  optional  provision  of  the  r%ssachusetts  General  Laws 
may  revoke  such  statutes  in  the  same  manjier.  Citizens  disagreeing 
with  recission  decisions  are  extended  referendum  ri^ts  applicable 
to  such  revocation. 

The  property  tax  rollback  assumptions  underlying  the  Governor's 
tax/spending  limit  proposals  and  the  corollary  budget  and  state  aid 


14.  From  Surnmary  of  Governor  Edward  J.  ^'[ing's  Local  Property  Tax  and 

Spending  Limitation  Proposal,  prepared  by  Office  of  Local  Assistance. 
Executive  Office  of  Communities  and  Development,  Coram,  of  tkss., 
February  12,  1979- 
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distribution  proposals  are  as  follows — $500  million  rollback  in  fiscal 
1980,  $400  million  rollback  in  fiscal  1981,  and  $400  million  in  fiscal 
1982,  for  a  total  rollback  of  $1.3  billion  or  43  percent  in  total  local 
property  tax  levies.  Lnder  an  analysis  that  assurnes  three-fourths  of 
the  total  rollback  to  be  financed  by  expanded  State  revenue  sharing 
and  one- fourth  by  growth  in  local  property  values,  Boston  mi^t  look 
for.vard  to  $173  million  of  the  $975  revenue  distribution,  with  a 
corresponding  reduction  in  its  property  tax  levy  of  39  percent.  Increases 
in  Boston's  total  assessed  valuations  would  mean  a  further  rollback  of 
the  City's  tax  leyy.  Boston's  effective  tax  rate  would,  as  a  result, 

decline  from  8  percent  to  4.3  percent  or  even  more  vrLth   increases  in 

15 
property  values. 


15.  John  E.  Avault,  Alexander   Ganz  and  Daniel  M.  Holland,  "Tax 

Limitation;  The  View  from  Boston  and  iVIassachusetts" ,  Prepared 
for  Conference  on  Tax  Limitation,  Hiiversity  of  California, 
Santa  Barbara,  Dec.  14-15,  1978,  p.  35- 
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Introduction 

Ihis  monitoring  report  covers  the  third  segment  of  Phase  II  of 
the  tax  policy  analysis  and  planning  study  and  represents  a  review 
of  project  activities  undertaken  from  Febraary  15  throu^  I^  14, 
1979.  During  this  period  the  project  continued  its  Phase  H  focus 
on  revenue  requirements  of  Boston  and  other  municipalities,  vd.th 
particular  attention  on  the  potential  impacts  of  property  tax  classi- 
fication and  equalization  on  such  requirerrsnts  as  well  as  the  impacts 
of  property  tax  limit  proposals,  proper-y  tax  abatement  decisions, 
inflation,  municipal  expense  trends  and  capital  investment  needs. 

Among  the  principal  activities  of  the  tax  policy  project  under  way 
and/or  conpleted  during  this  reporting  period  were  (l)  development  of  a 
residential  mar^<et  value  index  series;'  (2)  analysis  of  muni- 
cipal revenue/expenditure  patterns  and  urends  in  Massachusetts; 
(3)  a  parallel,  more  detailed  analysis  of  revenue/expenditure/ 
employment  patterns  and  trends  for  the  City  of  Boston;  (4)  an  analysis 
of  the  impacts  of  classification  and  equalization  on  some  35 
cities  and  towns  that  have  recently  inplensnted  property  revaluation 
and  are  certified  as  "equalized"  by  the  State  Department  of  Revenue 
within  the  meaning  of  the  classification  statute;  (5)  estimates  of 
the  aggre^te  municipal  revenues  required  to  cope  with  classification, 
equalization  and  inflation;  (,d)  detailed  evaluation  of  the  municipal 
financial  transactions  of  a  sample  of  cities  and  towns  for  the  fiscal 
years,  1976-1978,  to  provide  an  analyticaJL  frarsvrark  for  projecting  the  im- 
pacts of  legislative  proposals  that  v;c'ald  establish  property  tax  limits; 
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(  7)  projection  of  the  effects  on  each  city  and  town  within  the  state 
of  proposed  state  aid  distribution  proposals  and  their  distribution 
formula  conponents;  (  8)  analysis  of  principal  property  tax  relief 
bills  filed  by  coalition  and  business  groups;  (9)  analysis  of  the 
consequences  of  1979  bills  desigied  to  aniend  the  1978  property 
tax  classification  statute;  (10)  drafts  of  alternative 
municipal  revenue  sharing  proposals;  (11) projections  of  the  impact 
of  property  tax  rollback  options  on  investment,  employment,  income 
and  tax  revenue,  v/ith  particular  focus  on  such  consequences  for 
multi- family  investment  housing  and  older  commercial  properties; 
(12)  projections  of  future  state  revenue  yields,  based  on  refine- 
ments of  available  economic  policy  analysis  models;  and  (13)  drafts 
of  state  development  strategy  alternatives. 

Market  Value  Index 

Vfell  under  way  is  the  development  of  a  residential  market  value 
index  for  each  year  covering  the  period,  1955-76.  IMs  series  is  being 
constructed  for  the  l6  planning  districts,  the  22  wards  and  all  census 
tracts  in  the  city.  Indices  for  latest  years  \-rill  be  used  for  estimating 
1979  market  values,  data  that  will  be  useful  in  the  City's  equalization 
process.  The  index  numbers  will  be  compared  with  prior  series  for  the 
1946-72  and  19^6-74  periods  and  serve  as  checks  for  sample  validity.  The 
market  value  indices  vri.ll  also  be  useful  for  making  coroarisons  vdth 
similar  indices  being  developed  for  other  cities  and  tovjns  of 
metropolitan  Boston  and  with  available  northeast  regional  and  national 
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indlces.  Finally ,  the  market  value  index  for  the  most  recent  year  can 
help  ^nerate  an  overall  market  index  that  v/lll  facilitate  a  rrare 
reliable  estimate  of  the  total  value  of  real  estate  in  Boston. 
Special  Project  Analyses 

(1)  "Taxbraker"  Proposal:  The  project  staff  carried  out  an 
independent  evaluation  of  the  so-called  "Taxbraker"  bill,  filed  on 
behalf  of  a  coalition  of  labor  (public  and  private  unions), consumer, 
elderly,  and  advocacy  groups  as  their  major  property  tax  relief  proposal 
for  the  current  year.  Essentially  a  one-year  property  tax  replaceiiEnt  ' 
scheme  to  reduce  residential  and  industrial  property  taxes  whiile  main- 
taining current  levels  of  jobs  and  services,  "taxbraker"  would  levy  a 
state  excise  tax  of  7-1/2  percent  on  a  variety  of  some  30  business  and 
professional  services  (legal,  engineering,  accounting,  advertising, 
investment  securities,  comrrercial  real  estate,  etc.)  and  a  state  excise 
tax  of  1/8  of  one  percent  on  the  assets  and  deposits  of  commercial  banks, 
similar  to  the  current  levy  on  mutual  banks.  Separate  equalized  tax 
tate  limits  of  3  percent  for  residential  property  and  5  percent  for 
industrial  property  would  be  established  for  the  two  classes  of  property 
to  be  granted  property  tax  relief.  'Ihe  total  annual  statewide  tax  yield 
from  this  proposal  would  be  used  to  offset  the  reductions  in  property 
taxes  resulting  from  these  tax  rate  limits.  The  total  revenue  yield 
was  estimated  at  $351  million.  Although  the  project's  analysis  of 
"Taxbraker''  concluded  that  the  total  yield  would  be  closer  to  $300  million 


1.  House  Mo.  2476.  Gee  "Huestions  and  Ansvrers  About  TAXBRAKER", 

Camoaign  for  Tax  Cuts,  Jobs  and  Ssr^/ices,  14  Beacon  Street,  Boston 
m   02103. 
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than  $350  million,  its  more  significant  finding  was  the  large  gap 
between  the  percentage  of  yield  originating  within  the  City  of 
Boston  as  compared  with  the  property  ta:c  rollback  benefits  that 
would  accrue  to  the  city's  residential  property  owners  (20  percent 
reduction)  and  to  its  industrial  property  ovmers  (10  percent  reduction). 
I*iile  Boston  would  account  for  an  estimated  44.8  percent  of  the 
total  yield  in  new  taxes,  its  share  of  tax  relief  would  amount  to 
9.7  percent  of  the  total.  Boston  ta:<payers  would  receive  some 
$33-9  million,  equivalent  to  7-8  percent  of  its  current  property  tax 
levy. 

(2)  f/lassachusetts  Taxpayers  Proposal:  toother  property  tax 
replacement  bill,  filed  by  the  IVfessachusetts  Taxpayers  Foundation, 
a  tax  research  and  lobbying  group  representing  large  corporate 
Interests,  combines  a  broadening  of  the  state  sales  tax,  municipal 
sharing  of  state  tax  growth  and  a  property  tax  rollback  arrangement 
for  statewide  property  tax  relief  estimated  at  $645  million.  For  Boston 
the  projected  impact  is  a  property  tax  reduction  of  about  $91  million,, 
through  $69  million  in  new  local  aid  and  $22  million  through  the  required 
5  percent  rollback  of  the  prior  year's  property  tax  levy.  Under  this 
proposal  the  present  limited  sales  tax  of  5  percent  would  be  extended 
to  virtually  all  commodities  and  services  except  food,  prescription 
medicine  and  utilities.  Tto  cushion  its  effects  on  low  Income  taxpayers, 
liberalized  income  tax  credits  would  be  authorized.  In  addition,  50  percent 
of  annual  future  increases  in  revenues  collected  from  income,  corporate 
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and  sales  taxes— est Inated  at  about  $125  niilliorx — ^'.-rauld  be  guaranteed 
as  aid  to  cities  and  towns.  The  expanded  sales  tax  and  shared  state 
revenue  growth  conponents  would  amount  to  $505  million  and  would  be 
distributed  equally  to  municipalities  on  the  basis  of  the  revised 
school  aid  formula  of  1978  and  the  lottery  formula.  I-breover,  a 
required  rollback  of  1979  property  ta-x  levies  vrould  further  reduce 
these  local  taxes  by  about  $140  millicnj  accounting  for  the  total 
estimate  of  $6^5  million  in  property  zsci  relief. 

Ihis  proposal  contains  other  inportant  features  that  impose  tax 
limits,  local  spending  controls  and  local  finance  controls  as 
summarized  below: 

a.  A  state- local  tax  limit  under  v;hich  total  taxes  collected 
by  state  and  local  governments  may  not  exceed  a  larger  percentage  of 
total  personal  income  in  the  state  than  taken  on  the  average  over  the 
past  three  years. 

b.  A  property  tax  limit  after  fiscal  I98O  that  restricts  pro- 
perty taxes  in  municipalities  operating  under  the  limit  to  the  prior 
year's  levels  of  property  taxes,  with  the  following  adjustm.ents — 

(1)  property  tax  levies  may  be  increased  by  the  percentage  increase  in 
the  municipality's  property  tax  base;  and  (2)  property  tax  levies  may 
be  increased  by  the  percentage  increase  in  the  federal  index  of  prices 
for  state/local  governmental  purchase  of  goods  and  services,  up  to 
5  percent.  I-"oreover,  in  lower-tax  communities  (those  with  full  value 


2.  Massachusetts  Taxpayers  Foundation,  Lnc,  "Tne  Taxpayers  Foundation 
Flan  to  Cut  Property  Taxes" (undated) ,  3  pp..  One  Federal  Street, 
Boston,  I'A.,  32110. 
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cax  rates  of  $40  or  less),  the  question  of  adopting  the  property  tax  limit 
must  be  placed  on  the  ballot  for  decision  by  the  voters.  In  hi^er-ta:c 
communities (those  with  full-value  tax  rates  of  more  than  $4o),  the  limit 
wovild  be  mandatory,  but  may  be  exceeded  vn.th  majority  approval  of  the 
vote3?s  in  that  city  or  town. 

c.  The  follovmig  local  spending  controls  would  be  required: 
(1)  prohibition  of  state  mandating  of  local  programs  unless  state 
financing  is  included;  (2)  strengthening  of  management  rights  in 
collective  bargaining  and  revised  definition  of  management;  (3)  limitation 
on  school  committee  fiscal  autonomy;  (4)  authorizing  municipalities 

to  rescind  decisions  to  adopt  optional  programs  established  by  state 
law;  (5)  giving  county  boards  the  authority  to  set  county  budgets, 
thereby  removing  the  Legislature  from  the  county  budget  process. 

d.  The  follovdng  local  finance  controls  would  be  enacted:  (1) 
establishment  of  a  permanent  Minicipal  Finance  Board  to  oversee 
finances  of  municipalities  in  fiscal  difficulties;  (2)  strengthening 
of  borrowing  capacities  of  troubled  cities  and  tovms;  (3)  tightening 
up   of  procedures  applicable  to  setting  of  tax  rates;  (4)  establish- 
ment of  a  municipal  data  bank;  (5)  requirement  that  a  state  Office 

of  Local  Government  Assistance  be  set  up  to  assist  cities  and  towns  in 
managing  their  fiscal  affairs;  (6)  requirement  of  a  full  municipal 
audit  at  least  every  tr.-jo   years;  and  (7)  improvements  in  municipal 
reporting  procedures  as  safeguard  a^inst  the  incurrence  of  deficits.-^ 


3-  I'lassachusetts  Taxpayers  Foundation,  Inc.,  "Summary  of  WUF^s   1979 
Property  Tax  Relief  Legislation,  S.  1405/'  Feb.  20,  1979,  One 
Federal  St.,  Boston,  i'A  02110. 
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(3)  Governor's  Local  Property  Tax  and  Spending  Limit  Proposal: 

During  the  three-month  period  followLng  the  February  9th  announce- 

4 
r£nt  of  the  Governor's  property  tax  and  spendir^g  limitation  proposal, 

the  tax  policy  project  adapted  its  analytical  efforts  to  the  specifics 

5 

of  the  Governor's  bill.  Under   the  legislative  conproraise  which 

finally-  emerged,  the  following  major  airandments  were  enacted: 

— the  original  absolute  limits  on  increases  in  annual  budgets, 
appropriations  and  property  tax  le\aes  over  the  1979  fiscal  year  were 
liberalized  to  104  percent  of  the  preceding  year's  approved  amounts. 
— several  substantial  budget  and  appropriation  items  were  added 
to  the  original  list  of  exenptions  froni  the  limits  thereby  easing  its 
inpact — parents  for  revenue-producing  enterprises,  to  the  extent  that 
they  are  made  from  fees  and  charges  (municipal  hospitals,  water,  sev;er, 
electric  and  gas  facilities ) ;  unenployment  conpensation  payments ;  and 
payments  of  increases  in  rates  for  special  education  children  enrolled 
in  institutional  placements  on  or  before  the  effective  date  of  the  act. 

—Instead  of  giving  a  state-controlled  Local  Finance  Appeals 
Board  the  power  to  approve  requests  of  cities  and  towns  for  appro- 
priations and  tax  levies  in  excess  of  established  le^l  limits, 
such  increases  could  be  authorized  by  a  t'.\ro-thirds  vote  of  the  local 
appropriating  authority  in  any  municipality  with  a  population  of 
2500  or  more  and  by  a  majority  vote  in  any  other  tovm  or  district 


4.  See  "Second  i^bnitor  Report,  Phase  U",  Teb.  1979,  p.  lS-21. 

5-  House  No.  5603- 

0.  House  No.  5959,  basis  for  Chapter  151,  signed  by  Governor  on 
May  14,  1979- 
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— "free  cash"  available  at  the  close  of  a  fiscal  year  must  be 
used  to  reduce  the  property  tax  levy  for  the  next  year,  except  that 
a  specified  amount  of  such  free  cash  may  be  exenpted  from  this  require- 
irent  by  a  two-thirds  vote  of  the  local  appropriating  authority. 

— the  act  remains  in  effect  during  the  period  July  1,  1979- 
December  31,  1981. 

The  revenue  side  of  the  Governor's  property  tax  relief  program 
was  originally  announced  as  $375  million  in  new  local  aid  and  $125 
million  available  to  cities  and  towns  through  higher  local  property 
taxes  generated  by  new  construction  and  increases  in  motor  vehicle 
excise  taxes,  for  a  potential  total  reduction  of  $500  .Tiillion.  This 
tax  relief  target  was  identified  as  but  the  first  installment  in  an 
overall  rollback  goal  of  $1.3  billion  over  a  three-year  period.  A 
number  of  factors,  added  by  the  Legislature,  however,  seem  to  have 
conpletely  eroded  or  cut  into  some  of  the  assuirptions  underlying  the 
Governor's  revenue  strategy: 

a.  Liberalization  of  the  property  tax  limit  in  effect  authorizes 

increases  up  to  $125  million  in  the  statevdde  property  tax  levy, 

thereby  wiping  out  the  projected  rollback  anticipated  from  local 

property  tax  growth.  On  the  other  hand,  the  new  statutory  requirement 

that  "free  cash"  be  used  for  reduction  of  the  property  tax  levy 

(there  is  an  estimated  $100  million  currently  available  as  "free 

7-  From  OLA  (Office  of  Local  Assistance)  Newsletter,  Special  Issue, 
^iay  11,  1978,  Executive  Office  of  Communities  and  Development,  7  pp. 


cash")  could  be  interpreted  as  a  replaceirent  for  the  elimination  of 
property  tax  base  growth. 

b.  The  Governor's  budget  contains  $327.5  million  in  "additional" 
state  aid  to  cities  and  toivns,  but  $56  million  of  this  covers  increases 
in  reimbursement  for  county  court  costs  ($15-6  million  additional)  and 
increases  in  current  aid  programs  for  cities  and  ta^ms,  regions  and 
authorities — regional  schools,  tuition  payments,  retired  teachers' 
pensions,  lottery  distribution,  r.ass  transit  subsidies,  etc.  Ihe 
remaining  $271  million  was  eamHrked  as  nev;  guaranteed  property  tax 
relief  by  setting  it  aside  in  a  reserve  for  additional  distribution. 
The  Governor's  proposal,  however,  did  not  identify  under  what 

o 

forTOula(s)  the  additional  local  aid  would  be  allocated. 

c.  Budget  estimates  for  state  revenue  yields,  according  to 
independent  observers,  are  likely  to  be  re^^/ised  downward  as  part  of 
the  legislative  budget  review,  v/hile  appropriations  for  state  programs 
labeled  as  under- funded  would  be  inc/.-eased,  thereby  threatening  lower 
distributions  of  local  aid  than  those  originally  recommended  by  the 
Governor. 

(4)  Tax  Abatement  Issues — Tregor  Decision  and  Its  Implications: 

9 

As  pointed  out  in  a  prior  T-fonitor  report,  the  City  of  Boston 


3.  From  House  No.  1,  "executive  Budget  Recommendations  for  the  Fiscal 
Year  1930",  Feb.  28,  1979- 

9.  "First  Monitor  Report,  Phase  II",  p.  14-15. 
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appealed  the  Jippellate  T^  Board  decision  in  the  so-called  Tregor 
case,   because  of  the  far  reaching  inplications  of  its  central 
issue — should  the  lowest-class  assessment/full  value  ratio  standard 
apply  to  disproportionate  assessment  cases. 

The  Supreme  Judicial  Court  (SJC),  in  a  5-2  decision  dated 
March  23,  1979,  upheld  the  Appellate  Tax  Board's  original  ruling  in 
the  Tregor  case  and  found  that  the  appellant's  assessment  "should  be 

reduced  to  reflect  the  assessment/value  ratio  of  the  lowest  substantial 

12    ■ 
class". "^   The  principal  question  had  been  whether  the  assessment  should 

be  reduced  to  50.2  percent  of  fair  cash  value,  cited  as  the  average 

ratio  for  all  taxable  property  in  the  city  (the  City's  position  on 

the  appropriate  remedy  for  a  disproportionate  assessment),  or  to 

26.8  percent,  cited  as  the  average  ratio  for  single- family  residences. 

The  Supreme  Court's  decision  in  the  Tregor  case  re-af firmed  its  dictum 

in  the  1965  Shoppers'  World  case,  that  had  become  the  precedent  for 

the  Weymouth  v.  Curtis  case  of  1978.  In  making  a  choice  as  beta-;een 

the  municipal  average  and  the  lowest-class  average,  the  SJC  majority 

stated  " v/e  uphold  the  board  (ATB)  in  following  our  past  decisions 

under  which  the  taxpayer  is  entitled  to  an  abatement  to  the  lower 


10.  Norman  Tregor,  trustee  v.  Board  of  Assessors  of  the  City  of  Boston, 
387  Norxh  Eastern  Reporter,  2d  Series,  538-5^6. 

11.  See  p.  18-22,  "Final  Fonitor  Report,  Phase  I",  for  background. 

12.  Norman  Tregor,  trustee  v.  Board  of  Assessors  of  the  City  of  Boston, 
Appellate  Tax  3oard(A.T.B. ) ,  .lo.  89209,  June  30,  1978  and  correction, 
September  14,  1978. 
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percentage.  "':Je  are   not  persuaded",  the  rrajority  went  on  to  point 

out,  "by  >rtiat  the  taxpayer  calls  'the  city's  doomsday  agreement' 

In  other  contexts  the  city  has  made  more  optimistic  forecasts,  and 

it  seems  clear  to  us  that  the  adverse  consequences  will  be  far  less 

14 
than  the  assessors  claim. ..." 

In  a  dissenting  opinion  the  SJC  minority  pointed  out  that  the 

appellant  was  receiving  a  ";^^Lndfall"  because  of  the  City's  legal 

violation,  a  windfall  that  "places  an  extra  burden  on  those  who  are 

similarly  discriminated  a^lnst  but  do  not  protect  their  rights." 

Justice  Wilkins,  in  speaking  for  the  dissent,  argued  that  the  Court's 

opinion  did  not  rest  on  constitutional  grounds  or  on  any  explicit 

statutory  basis  and  was  thereby  not  a  constitutional  or  le^l  require- 

IS 
ment  for  the  Court. 

According  to  an  analysis  of  the  iirplications  of  the  Tregor 

decision,  a  recent  audit  report  of  the  City's  finances  (by  Coopers  - 

&  I^ybrand)  included  an  estimate  by  City  officials  that  the  potential 

liability  of  the  City  of  Boston  for  the  10,0C0-cdd  appeals  pending  before 

the  Appellate  Tax  Board  was  about  $100  million.    The  analysis 

enphasized  that  until  equalization  and  classification  v/ere  inplemented, 

the  City  would  continue  to  be  liable  for  disproportionate  claims.  It 


13-  Op .  Cit .   387  North  Eastern  Reporter, 

14.  Ibid. 

15.  Op.  Cit.   387  North  Eastern  Repcr-er,  2d  Series,  544-546. 

16.  Note  No.  14  to  Financial  Statements,  .leccrt  of  Certified  Public 
Accountants,  >'Iarch  3,  1979,  p.  A-11. 


< 


-12- 

predicted  that  most  commercial  and  industrial  property  owners  would 
file  abatement  applications,  thereby  resulting  in  an  equalization  of 
all  properties  at  100  percent  of  full  value  despite  the  statewide 
referendum  which  had  approved  the  policy  of  taxing  business  and 
residential  properties  at  different  rates.  The  analysis  also  noted 
that  the  City  is  appealing  the  SJC  decision  to  the  federal  court  and 

has  filed  legislation  (House  No.  2109)  that  mandates  an  average  class 

17 
remedy  for  both  pending  and  future  appeals  of  disproportionality.. 

In  addition  to  the  above  analysis  of  the  implications  of  the 
Tregor  decision  for  Boston,  the  tax  policy  project  is  evaluating  the 
inpact  on  all  cities  and  towns  in  the  state,  particularly  on  their 
single- family  homes,  of  the  lowest  class  ratio  standard  required  by 
this  decision.  Estimates  v/ere  made  for  Boston  and  municipalities 
over  50,000  population  of  the  anticipated  changes  in  the  total  property 
tax  on  single- family  homes.  Total  abatements  in  Boston  resulting  from 
application  of  a  lowest  class  ratio  of  26.3  percent  were  estimated  at 
about  $140  million. 
Coordination  with  City's  Office  of  Property  Equaln'zation 

Staff  of  the  tax  policy  project  initiated  plans  for  a  coordinated 
effort  in  analysis  of  recent  market  value  data  v/ith  staff  of  the 
expanding  Office  of  Property  Equalization.  According  to  these  plans, 
if  the  latter  completed  deed  abstract  cards  available  from  the  County 
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Register  of  Deeds  in  the  Assessing  Department,  tax  policy  staff 
coiild  weed  out  unacceptable  sales  and  thereby  pave  the  way  for  adding 
1977-79  values  to  the  data  base.  Early  optimism  for  effective 
coordination  on  this  and  other  mutual  interests  soon  dampened, 
however.  ^Ehe  Office  of  Property  Equalisation  is  now  fully  staffed, 
but  it  has  priorities  that  appear  to  be  more  important  than  an  up-to- 
date  reliable  sales  data  file.  Concerns  growing  out  of  the  Tregor 
case,  inplementation  of  the  reproduction  cost  phase  of  revaluation 
and  launching  computer  mapping  component  of  the  revaluation  appear 
to  have  the  Mghest  priorities. 

As  for  the  equalization  plan  itself,  as  of  mid-Fiay  1979,  the 
State  Department  of  Revenue  had  not  yet  officially  acted  on  the 
document  submitted  at  the  beginning  of  the  year. 


